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WASHINGTON. DC 20610

October 9, 1987

Hon. William Proxmire
Chairman
Committee on Banking, Housing, and Urban Affairs
Dirksen Senate Office Building, Washington, DC.

Dear Mr. Chairman:

We submit this compilation of recommendations from various
interested sources for a new national housing policy.

On August 12, 1987, we invited a wide variety of organizations
and individuals concerned about housing to recommend "building
blocks" or components of a comprehensive bill. That invitation
elicited a remarkable, nationwide process of consultation,
producing many exciting ideas.

We recommend that the committee approve the printing of this
compilation as a public' document for distribution to those
interested in housingpolicy.

We believe the need for aecent, affordable housing has never
been more,urgent. Young families find the dream of home
ownership drifting beyond reach. Too many poor families are
limited to unfit housing at high rents. For the first time in
memory, rising numbers of homeless families are on the streets of
America.

It is time to begin moving housing back to the place it
deserves on the list of national priorities. The nature of
housing and the way housing is financed require a coherent and
sensitive set of public policies if Americans are to have
adequate housing.

Such an approach will requite a fresh, new framework for
housing policy -- one that will meet the country's needs in the
next decade. We expect to introduce major housing legislation
early next year to establish that framework. The bill must have
both a manageable number of objectives eliciting wide support and
a set of clear themes appropriate to current conditions.

Development of that legislation will require an extraordinary,
broad-based, and bipartisan effort. We are very encouraged by

(V)
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VI

the favorable response already received from leading individuals
and organizations in the field.

Two independent efforts which should be particularly helpful
are being conducted at this time. MIT's Department of Urban
Studies and Planning is forming a network of housing
professionals from around the country. Twenty major papers have
been commissioned to assess current housing conditions and the
lessons of recent years. These papers will be presented and
reviewed in conferences to be held in the Capitol and will be
published in book form.

In addition, James Rouse and David Maxwell are forming a
Housing Policy Task force of experienced practitioners in housing
development and related fields. The task force will meet for a
series of intensive sessions with the goal of recommending
strategies for making decent, affordable housing available to all
Americans.

For its part, the Senate Housing Subcommittee will be working
to focus attention on housing policy and to refine ideas into
appropriate legislation. The Senate and House Housing
Subcommittees intend to hold extensive joint bearings next year,
both in Washington and in various regions of the country. We
will press for passage of a bill in this Congress, and look for
implementation early in the next Administration.

The climate is right for a responsible and effective housing
policy. We hope this compilation will serve as a useful guide In
making that policy a reality.

We thank the many who contributed to this effort, and we look
forward to working with you on housing legislation in the coming
months.

Sincerely,

Al Cranston, airsue

e D'Amato, Ranking Member.
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Honorable William Proxmire
Chairman
Committee on Banking, Housing, and Urban Affairs
U. S. Senate
Washington, D. C. 20510

Dear Mr. Chairman: '

I join with the distinguished Chairman of the senate Housing
Subcommittee on Housing and Urban Affairs, Alan Cranston, and its
Ranking Member, Alfons* D'Amitto, in submitting a compilation of
suggestions by various housing groups on what they believe would be
the major recommendations on a new and far-reaching housing bill. I
commend the work of the Senate Subcommittee Chairman and the Senate
Housing Subcommittee in calling on many interested groups to assist
in setting new directions for our Nation's housing policy.

The housing needs of this Nation have been ignored for the
past six years, and we are seeing the results of the failure to
address housing needs in the increasing homelessness and in the
prospects of losing hundreds of thousands of assisted housing units
with no federrl resources to continue to provide the necessary
subsidies to keep the housing for low and moderate income people.

While I do not endorse all of the recommendations that will
be contained in these recommendations, I believe that they will
initiate the 1c7islative response to begin meeting the housing needs
of our Nation.

HBG:GM/sh

incerely,

4(4,
w;

Henry g. Gonza1,08
Chairman
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ACMONLEDG101141TS

Early in August, AAHA (along with other organizations involved in
housing issues) received an invitation from Senators Cranston (D-Ch) and
D'Asato (R-NY) of the Subcommittee 116. Housing and Urban Development to
submit a position paper on the latureldirection of federal housing policy.
The Senators expressed concern over the future of housing programs in light
of major budget cuts in recent years and predictions of substantial
shortfalls in low- and moderate-income housing in the near future. AAHA was

asked to submit by October 5th a broad-reaching analysis of the housing
situation with innovative solutions,to address tomorrow's housing problems.

Ibis request coincided with increasing expressions of concern by AAHh
members about federal housing programs. After consultations between
President Edgar G. Kilby and the Reverend J. W. Carroll, Chairman of the
Housing and Assisted Living Committee, Mr. Thomas W. Siemer (*) was asked
to chair an ElderlkHousing Reform Study Group to formulate AAHA!s position
for the Senate Housing.Subcomaittee. Members of the study group included:

The Rev. J. W. Carroll (*)
Mr. Pat Conroy
The Rev. Norman Crook
Mr. John Hood
Mr. William C. Kelly, Jr.
Ms. Kay,King

Mr. Timothy Martin
Ms. Diana L. McIver
Mr. Thomas Perkins (*)
Ms. Martha Sachs
Mr. James P. Shaner
Ms. Nancy Spring

(*) Indicates that these individuals are also members of the Housing and
Assisted Living Committee.

The Elderly Housing Reform Study Group net at Mhos national offices
in Washington, D.C. on September 17-18, 1987 for two intensive days of
discussions on AAHh's position paper. Members of the study group came (most
at their own expense) with prepared issue briefs on various topics of
concern to AMA members. Information from those papers and discussions was
combined with concerns expressed by AMA members directly to the national
staff and through a recent national survey of members to put together AMA's
position paper.. Al draft of this paper was sent for comments and suggestions
to members of the study group and to ambers of the Housing and Assisted
Living Committee who were not members of the study group, including:

Ms. Patricia Bloomer
Mt. John Crocker
Ms. Jane Hoover
The Rev. Robert Inhoff

Mr. Edgar Kilby
Ms. Juliet Rodriguez
Mr. David Schreiner

Staff members involved in the preparation of this position paper
included: Dr. Donald L. Redfoot, a consultant who drafted the paper; Mr.
Michael Rodgers, Deputy Executive Vice President for Policy; Mr. Larry
McNickle, Director of Housing; and Ms. Mary Webb, Housing Analyst.

.
Members of the study group and staff invite further comments and

suggestions from interested AAHA members. Please direct comments to Michael

Rodgers or Larry McNickle at AAHh's national offices, (202) 296-5960.
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PARTNERSHIP IN CRIMiTTIC CCPPIUNITTES THAT CARE:

NEETNG THE HOUSING PESOS OF AGITIG AMERDZMIS

EXECUTIVE =WM

This year, the 50th anniversary of federal involvement in the provision of
housing offers an opportunity to review past accomplishments as well as to make
a renewed commitment to address the remaining housing needs of all Americans.
Despite significant successes niter the past half century, a growing sense of
crisis clouds the future of many federal housing programs. Homelessness is a

growing national problem, affecting families of all ages. The existing
federally assisted housing stock is deteriorating and in need of modernization
due to age and neglect. Waiting lists at many assisted housing sites have
lengthened into years due to increased demand. Meanwhile a crisis is predicted
in the next few years as the number of assisted units is drastically reduced
due to years of federal budget cuts, expiring contracts, and prepayments of
subsidized loans.

The American Association of Homes for the Aging (AAHA) congratulates the
Subcommitttee on Housing and Urban Affairs for its bipartisan leadership in
looking ahead to the future housing needs of the nation. Asp representative
of the nation's nonprofit providers of housing and services to the elderly,

AHAK forward to a continuing dialogue with the Subcommittee and with

other groups we try to forge a comprehensive policy addressing the needs of
Americans of all ages, incomes, disabilities, and family statuses.

Federal leadership is urgently needed which is committed to addressing the
housing needs of the nation and guided by a clear and comprehensive national
housing policy, is urgently needed. A strong national policy must establish

the priority of housing that is available, affordable, and suitable to
Americans of all ages, income levels, farAly statuses, and disabilitrlevels.

Of particular concern to AAHA is that the special housing needs of older
Americans receive deserved attention in this national housing policy. The

numbers of elderly are increasing at a rate of over half a million per year
creating special demands that will continue to be, a major factor in planning
future housing and community 'development policy. The elderly currently occupy

nearly half of federally assisted housing units. As residents of assisted
housing age in place, the need to develop effective linkages between housing

and social services will become increasingly urgent if we are to promote
independent living by older people in the community. Maximizing the ability to

live with dignity and independence should be the cornerstone of federal housing

policy. For the aging, that goal will require developing a range of housing

and support service options to meet the needs experienced by individuals as
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they age. Federal housing policy must expend beyond the narrow understanding
of housing as 'bricks and mortar to include the special needs of residents.
This understanding will require fundamental changes in existing homing policy
to achieve the basic values and national goals of individual independence and
community interdependence.

A strong national policy linking housing to a range of support service
options for the elderly is not only more humanitarian, but ultimately more
cost-effective. With Medicaid expenditures for nursing home care exceeding $18
billion per year, strong economic pressures are forcing the exploration of
cost-effective. alternatives to institutional long-trrm care. The most reliable
estimates indicate that at least one quartz-a of the 1.5 million people
currently residing in nursing hones could Five in the community if appropriate
housing and support services were available. Enormous potential savings can be
made in program costs while more effectively serving the human needs of older
people. Programs like the Congregate Housing Services Program ((ESP) have
already demonstrated impressive cost-effective approaches to linking essential
support services to housing assistance in order to prevent unnecessary
institutionalization. These innovative alternative housing arrangements should
be cultivated and expanded.

Financing the housing needs of older people will require a federal housing
policy which promotes an effective partnership among public, private, and
nonprofit sectors. The federal government has at its disposal a range of
resources and approaches that could play a significant role in fostering this
partnership, including: grants and loans, mortgage insurance, and tax
incentives.

Nonprofit organizations have a special role to play in addressing the
housing and service needs of older people both because of their experience and
their mission to service older people. The long-term involvement of nonprofit
organizations is built an vast experience in developing innovative approaches
to the changing needs of succeeding generations of older people. In contrast
to the departmental fragmentation of housing and social services that
characterizes most federal programs, nonprofit providers have been committed to
addressing the physical, social, emotional, and spiritual needs of the whole
person. This comprehensive approach to providing housing and support services
appropriate to the needs of the individual is more suited to addressing the
needs of older people and should be recognized ,,nd supported by federal housing
policy.

A number of approaches could be used to strengthen the role of nonprofit
organizations in partnership with the public and private sectors. The Section
202 program should be expanded and restructured as a forgivable, long-term loan
that would allow greater latitude in income targeting. Greater flexibility on
tax credits and tax exespt bonds could provide a valuable stimulus to
for-profit investors interested in partnerships with nonprofit organizations.

Finally, addressing the future housins, needs of the nation will require
more effective management from the Department of Housing and Urban Development
(HUD). Coat-effective and efficient management has ironically often been
thwarted by penny wise and pound foolish cost containment measures that have
emphasized short-term savings while building in long -term costs. For example,
HUD-mandated cuts in building materials and safety equipment have necessitated
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expensive maintenance and retrofitting in later years. Lack of caounity
spaces and requirements for efficiency units have tied the hands of project
managers and required expensive adaptations of buildings as residents age in
place. Pressures to cut costs when coupled with decentralization of
decision-making have created a capricious system of HUD intervention in
management decisions and resulted in counterproductive costs and needless
delays in project developments.

The American Association of Homes for the Aging (AMA) was founded in 1961
to provide leadership for nonprofit providers of housing and long-term care to
the nation's elderly. Max's .3.200 meters, mostly religious, labor, and

fraternal organizations, are uni...d by the goal of promoting "communities that

care" for older Americans of all races, creeds, and national origins.

Representing some of the nation's longest established providers of housing and
services to the elderly, AhHh's members continue to serve more than half a
million people on a regular basis.

Based on the wealth of experience represented by our membership and looking
forward to the future, AAHh would offer four basic goals to guide housing
reforms -- especially as they affect older Americans. Each general goal is
followed by a discussion of the existing situation and specific proposals.
These goals and proposals are presented in the spirit of furthering an
effective partnership among public, private, and nonprofit sectors -- a
partnership to which ARHh is committed as crucial to meeting the challenge of
promoting =comities that care for tomorrow's older citizens.

20
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SUPlaRY OF GOALS AN) SPECIFIC RECCINEALATIONS

ORAL 41 -- The federal government should renew its commitment to a
comprehensive national housing policy that recognises the special needs of
older persons. The goals of a national housing policy should include:

Availabili to all Americans:
o 7 I jr for individuals and families at all income levels; and

for all ages, disability levels, and family statuses.

SPECIFIC RIXCIIIINDATICIIS:

1. The federal government should reassert its leadership role in the provision
of low- and moderate-income housing by substantially increasing the number of
units of assisted housing through programs rim by the Department of Housing and
Urban Development (HUD) and the Farmer's He Administration (FORM.

2. In recognition of the special housing and service needs of elderly
residents of federally assisted housing, the position of Assistant Secretary
for Elderly Housing should be established within the Department of Housing and
Urban Development (HUD). The responsibilities of the Assistant Secretary for
Elderly Housing would include:

Administration of the Section 202 program, the Congregate Housing
Services Program (CHSP) and other HUD programs targeted to the special shelter
needs of the elderly.

-- Advocacy with HUD and other federal executive departments, other levels
of government, and the private sector for the special Shelter needs of the
elderly.

-- Coordination of social services to elderly residents of assisted
housing with other federal departments (especially the Department of Health and
Human Services) and other levels of government.

Oversight of HUD regional and local offices to assure that decision-
makers at those levels have appropriate training in the special problems
associated with elderly housing. This oversight responsibility would also
include an appeals process to resolve problems in elderly housing.

3. Federally assisted housing programs for the elderly should strive to meet
the target of creating new units for 1% of the elderly population per year; at
least 10% of these units should be provided through the Section 202 program.

4. Short and long range actions are critically needed to insure that older
tenants are not displaced through prepayment of existing contract nor that
rents become unaffordable through the expiration of existing rent subsidy
program. As part of any reform of these existing program, there is a need for
continuity of assistant for existing older tenants, such as a Transitional Rent

4
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Subsidy Program which protects existing tenants.

5. Camunity development and housing programs should promote strong
neighborhoods without displacing older residents through the adaptive reuse of
existing coemunity structures as an efficient means to meting the needs of
aging individualo and aging ccamunities.

MAL i2 -- abusing policy for the elderly should prcaote ITAmpendent living
among older people by providing options in living arrangements to meet the
range of needs for housing and support. services.

SPECIFIC RECCIIIIMATIONS:

1. Meeting the-future needs of the elderly will require effective linkages
across federal departmental lines to coordinate housing, social services, and
medical care. Greater coordination between HUD and the Department of Health
and Human Services (HHS) as well as greater coordination with state and local
levels of government would be promoted by-a HUD-Assistant Secretary for Elderly
Housing. Of particular importance are increased linkage between the aging
network of the Administration on Aging (ADA) with elderly housing projects,
including a priority for nutrition sites located in or near elderly housini
projects.

2. In recognitions of the distinct needs of the elderly and handicapped,
separate housing and supportive service programs should be developed for each
group.

3. Local sponsors of elderly housing -- public, private, and nonprofit
should retain maximum flexibility to develop different approaches to linking
housing and support services consistent with their own philosophies, the needs
and desires of their residents, and available resources. Some sponsors may
wish to put priority on providing independent housing, while other sponsors may
chose to be entirely devoted to congregate housing targeted to the very frail.
Similarly, some sites may wish to employ professional staff to provide
services, while other sites may wish to use professional staff primarily as a
catalyst to promote the development of voluntary peer support networks. There

are successful medals for each of these approaches, and sponsors should have
the flexibility, guidance, and resources to create different types of

ccamunities incorporating different mixes of housing and services.

4. Innovative housing and service arrangements that provide alternatives to
nursing home care should be strengthened and extended. Specifically:

The highly successful Congregate Housing Services Program (CHSP) should
be permanently authorized and significantly expanded to serve low- and
moderate-income elderly and handicapped in a variety of settings.

- - New legislation should provide the necessary incentives to pursue a wide
range of housing options for the elderly, including: home sharing; elderly
cottage housing opportunity (ECHO) units; equity-based congregate housing; and
continuing care retirement ccamunities (CCRC's).

5
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GOAL 113 -- A range of federal flaming_ options for housing and services
should foster a partnership involving all levels of goernmC, private sector
Investors and developers, and ampcofit sponsors.

Sescznc taxmlemormaims

1. Create the following subtitles under the Section 202 program to provide
different financing options:

I. A National Elderly Housing Trust Fund to administer a revolving
account of funds to finance federal elderly housing programs.

II. A long term, low interest loan connected to rental subsidies (the
current system).

III. A forgivable loan program coupled rental assistance or operating
subsidies when: necessary. The construction loon would be forgiven
over a, forty year period in proportion to the relative number of
residents meeting age, incase, and disability targets. At least 20%
of units would be reserved for very-low-income residents or 40% for
low-income residents. Otherwise, housing sponsors should retain
targeting flexibility to encourage the income integration of elderly
residents.

TV. Grants or loans for mcderniution and rehabilitation of older Section
202 and Section 236 sites and for adaptation of existing sites to
needs precipitated by the aging in place of residents, including the
provision of nearby facilities to meet supportive service needs.

Each of the above financing options should be available to the following
cific programs to be administered under Section 202:

A. Nonelderly handicapped housing.
B. Elderly housing.
C. Rural housing for the elderly. This program :could be created by

transferring the PIM Section 515 program for elderly housing to HUD
with appropriate funding transfers.

2

3. Increase the tax incentives and decrease tax disincentives for investment
in low- and moderate-income housing as well as increase the flexibility of tax
exempt bonds to allow the growth cf partnerships between nonprofit providers
and for-profit investors.

4. Expand the proposed home equity demonstration program to fan up individual
assets to finance housing, support services, and other basic needs. The
federal government should play a role in encouraging these "reverse mortgage"
loans by safeguarding both parties to home equity transactions. Consumer
protections as well as financial guarantees to lenders will both be needed to
make these loans viable.

5. Establish a demonstration project that would pool housing and long-term
care resources from the federal government to provide a package of housing and
long-term care insurance.

/
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6. In an effort to Make continuing are retirement communities (CCRC's) more
affordable to lower income individuals, HUD should establish a demonstration
project to pool individual assets with federal housing and long-term care
subsidies to finance a continuum of services through nonprofit CCRC's.

GORL t4 -- HD) administration should focus an the efficient and cost-effective
'provision of housing. This goal is best acccaplished through clear and
consistent regulations with a responsive as process, management training
and up-to-date procedural manuals for HUD officials and housing administrators,
technical assistance' to housing managers and snonsors, and the efficient
processing of constructiorrand rehabilitation applications.

spronc nicaretaAncta:

1. Promote cost-effectiveness through program flexibility. Target
construction costs should be negotiated by HUD and the sponsor in a manner that
reserves, control to sponsors over the best way to use available resources.
Specifically:

a. Calculate development costs on the basis of a negotiated constuction
index rather than the current system based on fair market rates (FMR's).

b. Eliminate rules ai the size and types of apartments provided,
restrictions on the size of public and shared spaces, and controls on design
and construction materials.

2. Managers at existing projects should be e-peridtted to renegotiate current
agreements and requirements over the size and types of units as well as over
the amount of space devoted to community uses. These managers should be free
to adapt units and spaces to the changing needs of residents and the changing
demands of the market.

3. Flexibility should be provided for differential rates for different types
of units. For example, rents on existing efficiency units should be reduced to
25% of the resident's income in order to fill these units and address the
equity problems over requiring the same rents for unequal apartments.

4. Establish firm time guidelines for sponsors and HUD administrators. HUD
offices and individuals should be rated by productivity gains in meeting
schedules.

5. Provide training and specific guidelines for HUD technical processors to
miniaiza delays due to capriciousness in interpreting regulations.

6. Provide clear and responsive administrative appeals processes for

unfavorable decisions by HUD field and regional offices through the Assistant
Secretary for Elderly Housing.

7: Produce clear, up-to-date procedural manuals and provide training and
technical assistance to aid field offices and housing sponsors on general
housing management issues as well as issues specific to the management of
elderly housing.

7

24



11

B. Establish a 'fast-track" processing system in which sponsors who agree to
keep their development costs to specified maximums will have reduced processing
requirements.

II
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PARINEMBIP Dl CRI7TING COMMUNITIES Din ORE:
METING TER SOUSING tMEDS CR AGING AMERICANS

INITCCUCTION

This year marks the 50th anniversary of involvment by the federal
government in the provision of housing to low- and moderate-income Americans.
Part of President Roosevelt's Noe Deal, the Housing Act of 1937 began a
long-term federal commitment to meeting the nation's housing needs. This
commitment, first expressed by the Housing Act of 1949, called flr "a decent
home and a suitable living environment for every American family."

Despite significant past successes, a graving sense of crisis clouds the
future of federal housing policy. Homelessness is growing and extending to
young families and older people; waiting lists for admission to federally
assisted housing units have lengthened into years; and projections of housing
needs indicate major shortfalls in low: and moderate-incomt housing in the near
future. Despite these problems, federal budgets for housing have been slashed
by toughly 701 compared to levels appropriated in the late 1970's. Thes
budget decreases, when coupled with contract expiration and prepayment of
loans, may mean that the number of federally assisted housing units will
substantiolly decrease in the near future.

In order to avert a major housing crisis, the federal government must
reassert a strong leadership role in defining the nature direction of a
national housing policy. Many of the current problems stem from a general lack
of commitment and leadership at the federal level. The federal government
cannot and should not solve the nation's housing crisis alone, but it must
provide the leadership fot forging a partnership involving all levels of
government, the private sector, and nonprofit organizations. Fespomding to the
varied needs of people of different ages, incomes, disabilities, and family
statuses will require creativity, flexibility, and commitment on the part of
all who participate in a partnership rf caring that must form 'nundation of
sound policy on housing and community development.

Continuing a role that dates to colonial times, non; ,acuity -based

organizations have a vita/ part to play in meeting the -e housing and
service needs of the nation's elderly and handicapped. As a rpresentative of
the nonprofit providers of housing to the elderly, the American Association of
Homes for the Aging (ANA) is please to be a part of the dialogue on the
future of America's housing policy.

ANA was founded in 1961 to provide leadership for nonprofit providers of
housing and long -term care 'to the nation's elderly. RNA's 3200 member
organizations include religious, labor, fraternal, and other community
organizations who are united by the goal of promoting "communities that care"
for older Americans of all races, creeds, and national origins. Representing
some of the nation's longest establishes providers of housing and services to
the elderly, AAHA's members continue to Imorve more than half a million people
on a regular basis.

Based on the wealth of experience represented by our membership and looking
forward to the future, AAHA offers four basic goals that should guide housing

.9
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reforms -- especially as they affect older Americans. Each general goal is
followed by a background discussion and given specificity by concrete
proposals. These goals and proposals are presented in the spirit of
furthering a partnership among government, the private sector, and nonprofit
organizations -- a partnership that we believe is crucial to meeting the
challenge of promoting communities that care for tomorrow's older citizens.

10
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GOAL 11 -- The federal government should renew its commitment to a
comprehensive national housing policy that recognizes the special needs of
older persons. The goals of a national housing policy should include:

Availablility to all Americans;
- - Affordability for individuals and families at all income levels; and

Suitability for all ages, disability levels, and family statuses.

Availability -- Summarizing recent research on assisted and unassisted
housing, scholars at MIT have forecast a housing shortage of roughly 12 million
nits earlyin the next century. This study noted that not only are we not
milling units fast enough to meet demand, but that we are also losing units of
assisted and unassisted low - income housing at an alarming rate. A recent
Congressional-Research Service (CRS) study found insufficient housing for
low-income families and individuals in all 48 metropolitan areas they examined.

Assisted units are being lost because of two factors: the expiration of
rental subsidy contracts and the prepayment of subsidized mortgages. In a 1986
study of the Section 8 rental subsidy program, the General Accounting Office
(GPO) estimates that without additional budget authority, project-based units
receiving assistance would decline from 1.9 million in 1985 to between 174,000
and 842,000 in 2005. Tenant-based programs, which have 5-year contracts, would
be completely eliminated by 1991 if no contracts are extended.

The prepayment of subsie led and insured mortgages is also likely to remove
many units of housing from the assisted market. The Congressional Budget
Office (CAO) hat estimated that the Section 221(d)3 program for providing below
market interest rates (HAIR) to developers could lose 76,000 units, roughly
half of the total funded by the program, by 2001. A 1986 GAO report notes that
165,000 insured units of Section 236 housing and roughly an equal number of
uninsured units could be lost from the assisted inventory by TX 1995.
Additional tens of thousands of Section 8 new construction and Farmers Home
Administration (PaHh) 515 units could be lost due to prepayment.

The shortage of low - income housing and the loss of assisted units are
likely to have a particularly negative impact on the elderly and other groups
with special housing needs. In the first place, the WIT study found that
shortages are already especially acute in housing for the and the old.
Providers of specialized housing for the elderly and hand cspped note that
waiting lists are often 5 years or mom. The loss of assisted units is also
likely to disproportionately affect long-tera residents who have aged in place,
placing an even greater burden on assisted housing for the elderly.

One of the most cost-effective and innovative approaches to asking low-
income housing available to the elderly in their neighborhoods is through the
adaptive reuse of existing structures. Schools, factories, hotels, convents,
and other types of buildings often provide an ideal space and location for
elderly housing. By renovating community landmarks, adaptive reuse has made
valuable contributions both to neighborhood preservation and rormunity
development. Adaptive reuse also promotes the lost efficient use of the
community's resources by adapting under-utilized public structures to housing
needs.

11
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Affordability -- When the Section 8 rent subsidy program was enacted in
1974, Congress defined 25% of family income as a reasonable level of
expenditure for housing for lower income people. This percentage was increased
to 30% in 1983. Even under this less generous definition of affordability,
any low - income people are unable to find affordable housing. Research at MIT
indicates that the proportion of renter household paying more than 35% of their
income for housing increased from 25.1% to 37.2% in the decade from 1974 to
1983.

Again the young and the old were especially likely to suffer because they
are disproportionately likely to be poor or near poor. While any very-low-
income elderly receive assistance, any more older people have incomes just
over the qualifying line -- making them "too rich" for federal assistance but
too poor to pay for needed housing and supportivservices themselves.
Approximately 2.3 million elderly households Just spend over 35% of their
incomes for housing. Among elderly women living alone, the average amount of
income spent on housing exceeds fifty percent.

The Problem of affordability is further exacerbated by the extremely narrow
targeting of housing assistance programs. By limiting assistance to those with
incomes below 50% of local median income, any poor and near poor people are
not eligible for assistance, especially in low-income areas. For the elderly
and handicapped who have special housing needs, targeting on income alone often
makes specialized housing prohibitively expensive.

Suitability -- A comprehensive housing policy oust recognize differences
in housing needs for different target groups based upon factors such as income,
age, family status, and disability level. A comprehensive federal housing
policy is the best way to balance the differing needs of various groups and
coordinate strategy for meeting the housing needs of all Americans in the most
rational and cost-effective manner.

Housing needs change significantly ever the life span. Elderly homeowners
who purchased homes' as young norents to meet the spatial needs of raising
children can find themselves "overhoused" as they age when declining income and
health may make maintenance and repairs more difficult. This is a particular
problem for widows who are often very old and living alone. Older renters and
homeowners alike are often confronted with increasing difficulties in managing
their current home environments as they age in place. Too often they find
themselves trapped in unsuitable living situtaticos because affordable and
suitable alternatives do not exist. Providing adequate housing for the elderly
will require both the construction of a range of housing for different
disability levels and the adaptation of existing housing to meet changing needs
as residents age in place.

Provision for the special needs of the elderly is not at the expense of
other age groups. The provision of housing to meet the specific needs of older
people can free housing stock more suitable for younger families. This is
especially beneficial to community development when younger residents are more
able to maintain properties than widowed or disabled older people who feel
trapped in homes because affordable alternatives are unavailable.

12
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spiscxnc msta3VistaDATIC*IS:

1. The federal government should reassert its leadership role in the provision
of low- and moderate -incooe housing by substantially increasing the number of
units of assisted housing through programs run by the Department of Housing and
Urban Development (HUD) and the farmer's Home Administration (FARR).

2. In recognition of the special housing and service needs of elderly
residents of federally assisted housing, the position of Assistant Secretary
for Elderly Housing should be established within the Department of Housing and
When Development (HUD). The responsibilities of the Assistant Secretary for
Elderly Housing would include:

Administration of the Section 202 program, the Congregate Housing
Services Program (CHSP) and other HUD programs targeted to the special shelter
needs of the elderly.

Advococrwith HUD and other federal executive departments, other levels
of government, and the private sector for the special shelter needs of the
elderly.

- - Coordination of social services to elderly residents of assisted
housing with other federal departments (especially the Department of Health and
Howl Services) and other levels of government.

Oversight of HUD regional and local offices to assure that decision-
makers at those levels have appropriate training in the special problems
associated with elderly housing. This oversight responsibility would also
include an appeals process to resolve problems in elderly housing.

3. Federally assisted housing programs for the elderly should strive to meet
the target of creating new units for 1% of the elderly population per year; at
least 10% of these units should be provided through the Section 202 program.

4. Short and long range actions ara critically needed to insure that older
tenants are not displaced through prepayment of existing contract nor that
rents become unaffordable through the expiration of existing relit subsidy
program. As part of any reform of these existing program, there is a need for
continuity of assistant for existing older tenants, such as a Transitional Rent
Subsidy Program which protects existing tenants.

5. Community development and housing programs should promote strong

neighborhoods without displacing older residents through the adaptive reuse of
existing community structures as an efficient means to meeting the needs of
aging individuals and aging ccernunities.

13

30



17

GOAL 82 -- Musing policy for the elderly Should promote independent living
among older people by providing options in living arrangements to meet a range
of needs for housing and services.

The ability to live with dignity and independence should be the cornerstone
of federal policy for the aging. Inappropriate housing or the lack or
supportive services can be obstacles to this independence. In conjunction with
a coherent and comprehensive housing policy, the nation requires a policy on
aging to coordinate housing, health, and social services to prcmote a
dignified, independent, and meaningful old age for all Americans.

As families and ccememities change over time and as individuals physically
age, housing needs change. Aging individuals must frequently cope with
physical decrements and social losses simultaneously with the declines of their
economic resources. These losses can present a major threat to the
independence of older people. Housing policy must, therefore, address the
multiple needs of older individuals. Current policy discussions on housing and
the long-term care of the elderly provide an opportune moment to focus on the
critical need to coordinate policies on housing, services, and long-term care
if we are to adequately address the needs experienced by older individuals.

The failure to coordinate housing and long-term care policies has created
two interrelated problems: 1) federal housing policy is, for the most part,
targeted to the fully independent and has failed to recognize the support
service needs of those who have problems with activities of daily living (ADL)
and 2) long-term health care policy has been too narrowly focused on
institutional care when lower levels of in-home assistance would more
adequately promote independent living. Instead of incorporating services to
maximize the degree of independence to which the individual is capable, recent
changes by HUD have, in effect, required resident to be fully independent or
leave assisted housing. Little has been done to adapt facilities as residents
age in place.

Aging in place is a problem affecting not only the elderly resident but
also family, friends, service providers, and housing managers. The average age
of residents at many housing sites for the elderly is in the late 70's and
early 80's taxing existing forral and informal services and placing enormous
burdens on managers who are often ill-equipped to handle the increased need.
In a recently completed survey, hAnh members were asked to identify the two
most severe problems they have experienced in the past few years.
Overwhelmingly, the most frequently cited problems had to do with residents
aging in place.

Though nursing homes provide an important function, most experts recognize
that institution-based solutions to long-term care problems are over-utilized
because options are unavailable. The most credible research estimates that 20%
to 30% of the residents in long-term care institutions are institutionalized
unnecessarily. An even higher percentage could undoubtedly live in a less
restrictive environment if a minimum of in -hems supportive services were
provided. The definition of long-term care must be broadened to include
housing needs as an important dimension of meeting the needs of the whole
person.

14
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The impetus fot linking housing and services is not just more humane;
the enormous cost of institutional long-term care provides a powerful financial
incentive for providing alternative services which allow older people to remain
in lower cost housing. Approximately 1.5 million older Americans currently
reside in nursing homes, a number almost as high as the number of elderly
residents in federally assisted housing. The cost to the federal government of
this nursing home care in 1986 was $17.6 billion. The General Accounting
Office (GAO) estimated in 1983 that Medicaid paid for approximately 45% of the
cost and 57% to 82% of the patient days in nursing homes. Another one million
older people reside in board and care facilities, most paying their bills
through the Supplemental Security Income (SST) program. Though nursing homes
and board and care facilities are generally ignored in discussions of housing
policy, these facilities provide a "home" to many of the nation's older people.

Escalating costs and critical shortages of nursing brae beds in many
sections of the country have created pressure to initiate innovative
alternatives to institutional long-term care. A number of successful models
linking housing and long-term care services to fill the gap between fully
independent living and institutional living have been developed by government
and nonprofit organizations. The federal government has been experimenting
with limited in -home services through the Medicare and Medicaid programs. The
Social Services Block Grant (SSBG) and Title III of the Older Americans Act
(OAA) also provide meals and a range of communities and in-home services which
facilitates assisted housing option as an alternative to institutional care.

One of the most successful models for developing linkages between federal
housing programs and .needed social services has been the Congregate Housing
Services Program (CHSP). Recognizing that most long-term service needs are for
non-medical services to assist in the activities of daily living (ADL), the
CHSP has provided nonmedical, in-home services to residents of federally'
assisted housing in an attempt to prevent unnecessary institutionalization and
improve the quality of life for residents who find it difficult to function in
total independence. The results from an independent evaluation found that the
institutionalization rate can be cut almost in half by the introduction of CHSP
services. The CHSP has also made it possible to deinstitutionaize many
nursing home residents, since administrators at sites with CHSP services were
six times more likely to admit nursing home residents as those who did not have
such services to offer.

Nonprofit organizations have often taken the lead in coordinating housing
and levels of service appropriate to the needs experienced by individuals. In
contrast to the bureaucratic fragmentation of housing and services
characteristic of federal programs, nonprofit providers are concerned with
addressing the physical, social, emotional, and spiritual needs of the whole
person. Based in religious, labor, fraternal, and other organizations,
nonprofit organizations have successfully developed linkages to a variety of
community services, public and private. Nonprofit organizations have pioneered
the development of a range of housing and services appropriate to the level of
need experienced by aging individuals. For example, nonprofit organizations
developed continuing care retirement cceamnities (CCRC's) which have
successfully provided the security of a community with a continuum of services
appropriate to individual needs without creating an unduly restrictive
institutional environment.
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In sum, federal housing policy must recognize that by building housing
projects, we are also building communities of people with a variety of needs.
Planning for the future needs of the elderly calls attention to the need to
link federal housing programs with service programs provided by all levels of
government. Federal housing policy should also promote linkages to nonprofit
organizations, providing flexibility for nonprofit sponsors to develop
different mixes of services consistent with different philosophies about the
kinds of communities they want to create and the differing needs of the people
they serve. Though different models have been effective, the overriding goal
of the linklage of housing and services should be to promote the recovery of
function and the maximum independence of the individual.

SPECIFIC XSTOPINDESTIONS:

I. Meeting the future needs of the elderly will require effective linkages
across federal departmental lines to coordinate housing, social services, and
medical care. Greater coordination between HUD and the Department of Health
and Human Services (HEM) as well as greater coordination with state and local
levels of government would be promoted by,a HUD Assistant Secretary for Elderly
Housing. Of particular importance are increased linkage between the aging
network of the Administration on Aging (ADA) with elderly housing projects,
including a priority for nutrition sites located in or near elderly housing
projects.

2. In recognitions of the distinct needs of the elderly and handicapped,
separate housing and supportive service programs should be developed for each
group.

3. Local sponsors of elderly housing -- public, private, and nonprofit
should retain maximum flexibility to develop different approaches to linking
housing and support services consistent with their own philosophies, the needs
and desires of their residents, and available resources. Some sponsors may
wish to put priority on providing independent housing, while other sponsors may
chose to be entirely devoted to congregate housing targeted to the very frail.
Similarly, some sites may wish to employ professional staff to provide
services, while other sites may wish to use professional staff primarily as a
catalyst to promote the development of voluntary peer support networks. There
are mccessful models for each of these approaches, and sponsors should have
the flexibility, guidance, and resources to create different types of
ccemunities incorporating different mixes of housing and services.

4. Innovative housing and service arrangements that provide alternatives to
nursing home care should be strengthened and extended. Specifically:

-- The highly successful Congregate Housing Services Program (CHSP) should
be permanently authorized and significantly expanded to serve low- and
moderate- income elderly and handicapped in a variety of settings.

-- New legislation should provide the necessary incentives to pursue a wide
range of housing options for the elderly, including: home sharing; elderly
cottage housing opportunity (ECHO) units; equity-based congregate housing; and
continuing care retirement communities (CCRC's).
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GOAL #3 -- A range of federal financing options for housing and services
should foster a partnership involving all levels of government, private sector
investors and developers, and nonprofit sponsors.

The Historical Partnership

A review of the history of American housing policy reflects the roles and
responsibilities of three sectors: 1) public, 2) private, and 3) nonprofit
organizations. Each of these sectors has particular approaches to offer a
partnership with the other two. Government has used an array of methods
including direct grants and loans, mortgage subsidies and guarantees, and tax
incentives -- to promote politically favored housing options. Private
enterprise has responded to the ebb and flow of economic currents, government
policy, and consumer demand to give America the highest percentage of
homeowners in the industrialized world. Religious, labor, fraternal, and other
nonprofit organizations have played an important role in providing housing for
poor, the sick, and the elderly that predates the founding of the country.

The cooperation of government and private efforts to provide housing
for elderly and indigent members of the community dates to the founding of
American colonies. Colonial communities would often provide money from the
common fund on an ad hoc basis for the housing of poor and elderly members,
often with relatives or neighbors. As needs grew, the add-nineteenth century
saw the growth of almshouses and "poor farms", many of which continue to exist
as county hones for the aging. Direct goverment involvement in the provision
of housing during the first three-fourths of our nation's history wets entirely
at the local and state levels, laying the groundwork for substantial
involvement in the provision of housing of those levels of government to this
day.

Religious and community organizations began to play a larger role in the
latter part of the nineteenth century through the establishment of homes for
the aging. These early homes for tin aging relied primarily on charitable
donations (often encouraged by tax laws and policies) and the assets of the
residents to provide for the needs of their aging members. By the 1920's,
nonprofit homes for the aging were among the largest providers of housing and
services to the elderly. In response to changing needs of older residents as
they age in place, nonprofit homes for the aging also pioneered the integration
of multiple levels of housing and services through life care or continuing care
retirement communities.(CCRCs).

Perhaps the most successful federal intervention in housing policy has been
through the provision of tax incentives to promote private homeownership.
Deductions and deferrals of income taxes for housing purchases annually
accounts for a far larger subsidy to homeowners than the various forms of
housing subsidies provided to low-income renters. The result is that the U.S.
has moved from having a majority of the population as renters prior to World
War II, to a situation where nearly two-thirds of the population own the homes
in which they live.

Homeownership is especially likely among the elderly, roughly three-fourths
of whom own their homes. The homes of older persons are, however, more likely
to be substandard and in need of repair, creating special problems for many
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elderly homwowners, especially older widows living alone on fixed incomes.
Elderly homeowners are, moreover, more likely to be "house-rich" and
"income -poor," with substantial home equity but little income to maintain their
homes or pay for needed services.

Federal involvement in providing housing to the nation's low-income renters
began 50 years ago with the Housing Act of 1937. As part of Roosevelt's New
Deal, this act established the public housing program where direct grants are
provided to local housing authorities for the construction of new housing units
for low- and moderate-income families. In 1949, the Congress extc.ded its
housing comiiiirent by establishing a national policy of a "decent home and a
suitable living envircemont for every American family."

In the 50 years since the first federal housing efforts, housing progress
have greatly expanded and evolved to meet the changing needs of the American
population. Perhaps the greatest change has been the increasing emphasis on
addressing the housing needs of the nation's elderly. Before 1956, only 10% of
federally assisted housing units were occupied by elderly residents. By the
mid-1980's this figure had increased to over 45% of assisted units -- a total
of roughly 1.5 million units occupied by older residents. There are four major

reasons for this increasing focus on houeng for the elderly: 1) the
disproportionate poverty of older people; 2) the Oisproportionate likelihood
that older people lived in substandard housing; 3) the aging in place of
long-term residents of federally assisted housing; and 4) the enactment of
programs designed to meet the special housing needs of older people.

Recognition of the special housing needs of the elderly came with the
enactment of several programs in the late 1950's and early 1960's. The Section
202 program in 1959 and the Farmer's Home Administration (FHA) Section 515
program in 1962 both provided direct, low-interest loans to organizations who
provide low-rent housing for the elderly and handicapped. The public housing
program was amended in 1965 to create special housing ,'or older residents.

Though other federal programs provide more assisted housing for older
people, Section 202 has been viewed as a centerpiece of federal policy for
addressing the housing needs of older Americans. Workilg exclusively through a
partnership with nonprofit community organizations such as churches, unions,
and fraternal organizations, Section 202 has successfully operated with only
two defaults in its history. As a loan program, the net cost to U.S. Treasury
has been negligible despite the hundreds of thousands of older people who have
benefited.
en negligible respite the hundreds of thousands of older people who have
benefited.
in its history. As a loan program, the net cost to U.S. Treasury has been

negligible despite the hundreds of thousands of older people who have

benefited.

The Section 202 program has undergone several metamorphoses since its
creation. The first decade of the program from 1959 to 1969 successfully
produced approximately 45,000 units of housing with only one default by a
sponsor. Responding to the high interest rates of the late 1960's and to
critics who charged that the program was primarily benefiting middle class
people, loans through the Section 202 program were phased out.
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Replacing the Section 202 program for a brief time was the Section 236
program, which subsidized private loans for low-income housing. Complaints of
inadequate assistance levels, excessive expense, and unacceptably high default
rates led to the demise of Section 236 in 1974. Today, 245,000 units (46% of
the Section 236 units still occupied) house approximately 318,000 elderly
residents.

The Section 202 program was revived by the Houring Act of 1974. The
program was, however, substantially reshaped by linking the units created to
the newly created Section 8 rental assistance program. The purpose of the
program was thereby fundamentally redefined fres being a program for the
elderly to being another form of low-income rental assistance with a special
target of the low-income elderly and handicapped. In total, nearly 200,000
units of Section 202 housing are currently occupied by elderly and handicapped
residents.

In large part, the Section 6 program was created in 1974 to take advantage
of the existing stock of housing in the private market to provide rental
assistance to those with low incomes. A program to promote the construction of
new units added during the high interest years of the late 1970's was
discontinued in 1983 due to high costs and administrative problems. Today,
those units tied to the Section 202 program are the only new construction
projects promoted by the Section 8 program. Section 8 programs to assist
tenants in existing and rehabilitated units currently provide the bulk of new
federal housing assistance. The various programs under Section 8 currently
provide assistance for 1.9 million units, 49% of which (approximately 947,000
units) are occupied by elderly residents.

Since 1981, the current administration has fundamentally redefined the role.
of the federal government in providing housing assistance with major
consequences for the private sector and community organizations. Motivated by
the twin concerns of reducing the budget and minimizing the direct federal role
in the provision of housing, new budget authority for federal housing
assistance has decreased by roughly 70% over levels enjoyed during the late
1970's. Targeting of the remaining aid has been tightened to include only the
very low income (less than 50% of the local median income) in contrast to the
earlier low income standard (less than 80% of the local median income).

The Reagan Administration has been committed to sarket solutions to the
nation's housing problems. Administration analyses claim that the existing
housing stock is adequate for meeting current housing needs and that the
private market is the most efficient means of allocating housing resources.
Existing forms of housing assistance have been phased out in favor of vouchers
to those who cannot afford adequate housing due to income restraints. Vouchers
are advocated for the dual advantages of relying on market negotiations to
minimize costs while allowing individual recipients the maxims freedom to
choose the type and location of the housing most suitable for them and their
families.

Unfortunately, our nation's ability to meet the housing needs of the future
has been greatly weakened by massive reductions in housing programs in recent
years. Because most housing programs are authorized and funded for 15 years,
expiring contracts and mortgage prepayments by private developers could lead to
a serious crisis in the provision of law -rent housing. Contracts for Fah
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Section 515 rental units are already expiring, and the first of the Section 8
subsidies will expire in the next few years. These contract expirations could
result in the loss of hundreds of thousands of low -rent units. Many units
guaranteed and insured loans under the Sections 236 and 221(d) 3 programs as
well as units subsidized under the Section 8 new construction program and the
FmHh 515 program will become eligible for prepayment in the next few years,
freeing developers from the obligation to rent to low - income tenants.

Recent research indicates that the loss of existing units coupled with the
loss of tax incentives for the production of new units could result in a
shortfall of several million units of low-income housing in the coming decades.
The growing problem of homelessness and the lack of appropriate housing and
service options for many Americans of all ages forebode a serious crisis in
housing policy in the near future.

The three major sectors in the development of housing -- public, private,
and nonprofit all have a role in addressing the increasing need for housing
and long-term care for the elderly. Each of these actors has strengths and
weaknesses to offer in partnership with the other two. Government has the
advantage of large financial resources and the forum for creating a
comprehensive policy. To date, however, the mutual isolation of housing and
long-term health care policies has resulted in fragmented bureaucracies to meet
the needs of the elderly. Housing and redevelopment projects have, moreover,
too often ignored the needs of the communities they serve. Through rigid
targeting to very-low-income residents and building concentrated housing
projects, federal housing has too often isolated the poor rather than
integrating them into the community by building on the community's resources.

Partly in response to these problems, the current Administration has sought
to minimize the federal role in favor of a market model to allocate housing.
The reduction of tax incentives and the elimination of grants, loans, and other
subsidies, however, as proposed by the Administration, has virtually eliminated
the incentive for private developers to invest in low-income housing. Though
vouchers may have the laudable effect of using the market to increase
individual choice, they do not create any new housing -- particularly, the
specialized housing needed by elderly and handicapped residents. Most
residents of elderly housing are very old and any are frail, leaving them at a
competitive disadvantage if required to compete in the tight housing market for
low- income housing. Housing vouchers also do not provide services needed by
many elderly residents and do not create the community that is a vital part of
social support, especially in later years.

Despite differences in approach, government and market oriented approaches
to providing housing to older people share several problems animating from the
fact that neither approach treats shelter in the broader context of meeting the
individual's social and service needs. Shelter must link people to
conmunities. Housing program, may provide a roof over one's head, but if they
fail to build communities they fail to meet fundamental human needs.

Housing provided by nonprofit organizations has the advantage of building
on existing communities that provide an integrated approach to meeting the
needs of the whole person -- physical, economic, social, and spiritual. But
while these groups have created innovative new models, they lack the financial
resources to meet the housing and service needs of the elderly alone.
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Section 202, A Successful Partnership

A successful federal housing policy must build on existing communities
through a partnership of government, private developers, and community
ocgsnisatieut. The Section 202 program is a highly successful andel of such a
partnership ',here government can foster appropriate housing and services at
negligible /opens* to itself by providing loans to nonprofit community
organizations. 7bese organizations begin with a commitment to serving the
whole ir:iividual through "communities that care." Their programs begin with
the ,cognition that the physical, social, end spiritual needs of the
ineliidual are all included in the need for shelter.

Linking of the Section 202 program to the Section 8 rental assistance
program has, however, had several negative, unintended consequences. As
enacted by Congress in 1974, the Section 8 program provided direct rent
subsidies to private developers. In order to contain costs and not compete
unfairly with nonsubsidized rental housing, the maximum allowable rent was
established as 110% of the local fair market rent ffMR), with exceptions up to
120% allowed. Because sponsors are limited in the mortgages they seek by the
rents Ow will receive, the allowable rent is used as a cost containment
measure on new construction. even though there are no comparable rents in most
communities for Section 202 housing, Congress did not take any action to
establish separate rules for Section 202 sponsors. Ironically, though this
calculation was designed for the Section 8 new construction program, Section
202 is the only program still using FMR's to limit construction costa.

In the 1970's this did not create undue hardship since Section 202 projects
were routinely granted an additional 5% for special design features as well as
the full 20% allowed under the law. More recently, however, the Administration
has set a firm ,goal of allowing rents of no more than 105% of the FMR. One
effect of this restriction is that new Section 202 projects are financially
infeasible in large parts of the country. Accordirg to research by The Conroy
and McIver Group, a consulting firm specializing in Section 202 projects, only
20% of the 363 established Fair Market Rent areas in the country do not
experience cost problems when projects are limited to 165% of the FMR for that
area. In 66 areas, it would be virtually impossible to build a Section 202
building without significantly compromising underwriting criteria or without a
significant contribution from the sponsor or locality.

Other measures mandated by HUD since the linkage to the Section 8 program
have also substantially altered the nature of the Section 202 program.
Admissions have been limited to very-low-income residents because of targeting
restrictions, essentially transforming the mission of Section 202 sites from
their primary focus on indemixtent living for low- and moderato-income elderly.
Cost containment measures have been rigid and counterproducave. For example,
a requirement that projects include at least 25% efficiency units, has been
maintained despite protests by residents and sponsors because of the
unpopularity of such units with older residents and despite the lack of
evidence that costs are reduced by this method. Projects are also restricted
to using 5% of their space for community spaces, eliminating the possibility of
providing many services as residents age in place.

21

28



25

Finally, linking the Section 202 loan program to the Section 8 rental
assistance program has also created political problems by maximizing the
apparent appropriations required each year. The Section 202/8 linkage has
created a curious system of double accounting where the federal government is
appropriating soney to repay itself. In additional to all of the management
problems this system has created, the political disadvantage results from the
appearance of both the loan and its repayment as appropriations despite the
fact that the cost of the loan portion has been virtually zero to the Treasury.

One solution to these problems would be the creation of a National Elderly
Housing Trust fund. Instead of repaying loans to the Treasury, Section 202
repayments would go into the trust where they could be reallocated in new
loans. This would remove the apparent double cost of the loan and its
repayment throvjh a rental subsidy. Removing the trust from the regular budget
would give a clearer picture of the negligible cost of the loan program.

A more comprehensive system of financing reform that would eliminate many
of the problems caused by the Section 202/8 linkage was passed by the House of
Representatives in 1983. Under this proposal, which failed to pass the Senate,
the Section 202 loan would be replaced by deferred payment, noninterest bearing
"construction advances." Housing assistance would be converted into a loan
that would be forgiven over a forty year period I the sponsor continued to
meet targeting requirements, thus assuring the continued supply of housing to
the elderly poor.

This system of financing could be used to increase targeting flexibilty by
forgiving loans and providing operating subsidies in proportion to the numbers
of residents meeting age, income, and disability targeting requirements.
Targeting could be patterned after the Housing Development Assistance Grants
(HoOAG) program which requires either 20% of the residents to have very low
incomes or 40% to have low incomes. Rents would continue to be 30% of renter
income, up to a reasonable rent ceting for higher income residents.
Facilities serving large percentages of cry low income residents may require
further rental assistance or operating subsidies that could be financed from
the Section 8 program.

This relatively simple system would have numerous advantages. The double
riccounting system where the government appropriates money both for the loan and
for its repayment would be eliminated. Income integration of elderly residents
would be promoted, and many near poor elderly would be eligible for housing.
The inappropriate and troublesome system of calculating rents and construction
costs through the Fair Market Rent system would be eliminated. Hop's
intervention in management decisions by sponsors would be minimized.

Other Financing Options

In addition to the Section 202 program for the elderly, the federal
government has a range of financing mechanisms that could be used to promote a
more effective partnership among public, private, and nonprofit organizations
needed to meet the housing and service needs of the ridel!. Tax policy can be
a vital tool to encourage partnerships between private investors and nonprofit
providers. Incentives provided by the tax system should allow greater freedom
to nonprofit general partners to put together a package of government subsidies
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and private investment. Requirements on tax exempt housing bonds and 501(c)3
nonprofit bonds should also be relaxed to allow nonprofit developers to put
together packages of financing from public, charitable, and investment sources.

The federal government can also play a useful role in helping to release
the private home equity assets of individual older people. By providing lender
guarantees and consumer safeguards, home equity can be converted into cash to
meet the housing and service needs of many older hose owners who are asset
rich, but cash poor.

Dollars currently spent on long-term care should also be considered as part
of the financing strategy for elderly housing. Long -term care insurance for
residents of assisted housing could be negotiated, with costs contained by
pooling the risks of elderly housing residents and by the negotiating strength
of the federal government.

Similarly, the federal government should consider innovative approaches to
integrating housing and long -term care such as funding continuing care
retirement communities (CCRC's) for lower income people. Similar to

contractural arrangements with Social Health Maintenance Oz90nizations
(S/HHO's), long-term care and housing could be provided for older people on a
continuum of care by mitt-level providers such as CCAC's. Government
subsidies could supplement private assets to meet a continuum of financial need
as well as a continuum of service needs.

SPECIFIC RECOMKEIDATICNS:

1. Create the following subtitles under the Section 202 program to provide
different financing options:

I. A National Elderly Housing Trust Fund to administer a revolving
account of funds to finance federal elderly housing programs.

II. A long term, low interest loan connected to rental subsidies (the
current system).

1II.A forgivable loan program coupled rental assistance or operating
subsidies where necessary. The construction loan would be forgiven
over a forty year period in proportion to the relative number of
residents meeting age, income, and disability targets. At least 20% of
units would be reserved for very-low-income residents or 40% for
low-income residents. Otherwise, housing sponsors should retain
targeting flexibility to encourage the income integration of elderly
residents.

IV. Grants or low., for modernization and rehabilitation of older Section
202 and Section 236 sites and for adaptation of existing sites to needs
precipitated by the aging in place of residents, including the

provision of nearby facilities to meet supportive service needs.

2. Each of the above financing options should be available to the following
specific programs to be administered under Section 202:

A. Nonelderly handicapped housing.
E. Elderly housing.
C. Rural housing for the elderly. This program would be created by
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transferring the Section 515 program for elderly housing to HUD
with appropriate funding transfer:.

3. Increase the tax incentives and decrease tax disincentives for investment
in low- and moderate-income housing as well as increase the flexibility of tax
exempt bonds to allow the growth of partnerships between nonprofit providers
and for-profit investors.

4. Expand the proposed home equity demonstration program to free up individual
assets to finance housing, support services, and other basic needs. The
federal government should play a role in encouraging these "reverse mortgage"
loans by safeguarding bot parties to home equity transactions. Consumer
protections as well as finuncial guarantees to lenders will both be needed to
make these loans viable.

5. Establish a demonstration project that would pool housing and long-term
care resources from the federal government to provide a package of housing and
long-term care insurance.

5. In an effort to make continuing care retirement communities (CCRC's) more
affordable to -lower income individuals, HUD should establish a demonstration
project to pool individual assets with federal housing and long-term care
subsidies to finance a continuum of services through nonprofit CCRC's.
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GORL 14 -- HUD administration should focus on the efficient and cost-effective
provision of housing. This goal is best accomplished through clear and
consistent regulations with a responsive appeals process, management training
and up-to-date procedural manuals for HUD officials and housing administrators,
technical assistance to housing managers and sponsors, and the efficient
processing of construction and rehabilitation applications.

The role of the Department of Housing and Urban Development should be to
facilitate the development of housing suitable to the needs of all Americans.
HUD can accomplish this'goal most effectively tightening its own procedures and
focusing on strengthening supportive services to housing managers andmponsors.
Procedural efficiency can be promoted through clear regulations that are
consistently applied across the nation with recourse where necessary to a
responsive appeals process. Technical assistance from the central HUD offices
should include training on management issues for Hit' officials and for housing
managers along with up-to-date procedural manuals that aid managers and
sponsors. Field offices should be an extension of these supportive services.
Through familiarity with local needs and specific housing projects, field
offices should be able to interpret HUD regulations and provide support to
sponsors wanted to extend housing services in their areas of jurisdiction.

Unfortunately, recent changes at HUD have often transformed the
relationship between HUD and sponsors from partnership and support into an
adversarial relationship. Through an overly narrow focus on controlling
short-term construction costs, HUD has increasingly extended its role to
intervening in day-to-day decisions made by managers and sponsors. Too often
this intervention has been short-sighted and counterproductive to the goals of
cost-effective and efficient production of housing. This intervention is most
problematic in the processing of applications where HUD has established an
obstacle course of regulations and screening steps that have added to the
short-term and long-term costs of construction and management.

Snort-term costs in construction have been added by administrative delays
at many sites. Despite HUD regulations requiring Section 202 projects to begin
construction within 18 months of funding, HUD's national median processing time
was 23 months in 1983. In planning and construction, time delays cost
substantial amounts of money. Assuming a six per cent annual inflation rate,
costs on a typical $2 million, construction job increase $10,000 for every with
of delay. On top of inflationary costs are the added costs for the sponsor's
staff, the architect, consultants, attorneys, and others involved in the
development of a project.

Decentralization of the decision making process at BUD since the late
1970's has added to problems with the expedient processing of housing
applications. Each application must go through several reviews to meet cost
containment goals at local, regional, and national levels. Decentralization
has given field and regional offices substantial discretion in approving
funding proposals with the result that the approval process has become
capricious and counterproductive. Local and regional offices of HUD have
routinely intervened into management decisions actually adding to the
short-term and long-term costs of construction and management. In the name of
cost containment, local and regional offices have demanded the use of cheaper

25

42



29

materials that short-sightedly build in increased maintenance costs over the
lifetime of the building.

Long-term costs are increased by HUD-mandated design changes, such as the
elimination of sprinkler systems, that do not conform with local fire and
safety codes and have led to require expensive retrofitting at a later date.
Other required changes such as the elimination of community spaces or elevators
ignore predictable changes in the resident population as individuals age in
place and require greater services and a barrier-free environment.

HUD has exacerbated the problems of cost - containment and decentralization
by reordering its management reward system to emphasize cost containment rather
than processing efficiency. Under pressure to limit construction costs, local
HUD managers are perversely rewarded for needless interventions and costly
delays rather than actual increases in productivity.

seiganc RECCOPIMEATICNS:

1. Promote cost-effectiveness through program flexibility. Target
construction costs should be negotiated by HUD and the sponsor in a manner that
reserves control to sponsors over the best way to use available resources.
Specifically:

a. Calculate development costs on the basis of a negotiated constuction
index rather than the current system based an fair market rates (FMR's).

b. Eliminate rules on the size and types of apartments provided,
restrictions an the size of public and shared spaces, and controls on design
and construction materials.

2. Managers at existing projects should be permitted to renegotiate current
agreements and requirements over the size and types of units as well as over
the amount of space devoted to community uses. These managers should be free
to adapt units and spaces to the changing needs of residents and the changing
demands of the market.

3. Flexibility should be provided for differential rates for different types
of units. For example, rents on existing efficiency units should be reduced to
25% of the resident's income in order to fill these units and address the
equity problems over requiring the same rents for unequal apartments.

4. Establish firm time guidelines for sponsors and HUD administrators. HUD
offices and individuals should be rated by productivity gains in meeting
schedules.

5. Provide training and specific guidelines for HUD technical processors to
minimize delays due to capriciousness in interpreting regulations.

6. Provide clear and responsive administrative appeals processes for
unfavorable decisions by HUD field and regional offices through the Assistant
Secretary for Elderly Housing.

7. Produce clear, up-to-date procedural manuals and provide training and
technical assistance to aid field offices and housing sponsors on general
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housing management issues as well as issues specific to the management of
elderly housing.

8. Establish a "fast-track" processing system in which sponsors who agree to
keep their development costs to specified maximums will have reduced processing
requirements.
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CONCLUSICti

Meeting the nation's commitment to "a decent home and a suitable living
environment for every American" will require strong federal leadership over the
long haul. The goals and proposals put forward in this statement are an effort
to contribute to a dialogue that should continue for some time to come. We at
AAHA hope that a clear and comprehensive housing policy will emerge from these
discussions that is forward looking to the housing needs of the next generation
of Americans. Because of foreseeable demographic changes and the nature of
federal housing programs, the shelter and service needs of the elderly must be
a central concern of policy planners.

Nonprofit organizations should have a important voice in these discussions
and a continuing role to play in addressing the housing needs of the nation in
partnership with public and private sectors. The historical experience of
nonprofit organizations in providing for the housing and service needs of the
elderly spans the history of the nation. Nonprofit providers have been at the
forefront in developing new and innovative approaches to the changing needs of
succeeding generations of aging Americans. With a commitment to meeting the
needs of the whole person -- physical, social, psychological, and spiritual
nonprofit organizations have a particularly timely message for those dealing
with the problems of the elderly.

As a representative of the nonprofit organizations serving the housing and
service needs of the elderly, AAHA would like to congratulate the bipartisan
leadership of the Subcommittee on Housing and Urban Affairs for creating this
forum for discussing the future of the nation's housing policy. After years of
neglect, this forum opens a door that has been closed too long to innovative
and forward-looking approaches to meeting the housing needs of all Americans.
AAHA stands ready to move through that door to the future based on a more
effective partnership of public, private, and nonprofit sectors and committed
to building "communities that care" for future generations of Americans.
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PROPOSALS FOR COMPREHENSIVE LEGISLATION TO REFORM AND EXPAND FEDERAL
HOUSING ASSISTANCE PROGRAMS FOR OLDER AMERICANS

I. INTRODUCTION

The following discussion papers provide the outline of the principal
proposals for comprehensive legislation which the American Asscoiation of
Retired Persons recommends for the restructuring of current federal policy and
programs which provide housing and housingrelated assistance to elderly
households.

The proposals are based upon the premise that elderly housing must he
recognized as a dis..inct and specialized area within federal housing policy
and that it must is integrated more close/7 with broader federal policy to
assist the elderly, particularly in tho area of long -term care. Given
continued limitations on fedcral spending for the foreseeable future, the cost
and the effectiveness of initiatives in elderly housing and residential
services can ho longer be evaluated from the perspective of past or current
housing programs alone, but ust increasingly be assessed in comparison to the
cost of alternative forms of assistance provided to older persons through
other federal programs.

The proposals are intended to begin the process of integrating federal
housing assistance more closely with other forms of assistance provided to
older persons by federal, state and local programs. Emphasis is placed on the
provision of supportive services in a variety of residential settings and, to
the extent possible, the initiation of case management serves to assure
proper placement of dependent persons and more appropriate and cost-effective
provision of needed services. In addition, the proposals seek to provide new
priorities in the allocation of limited housing assistance among the elderly,
giving greater attention to older persons who live alone and have multiple
functional disabilities. Rates of poverty and substandard housing conditions
are higher for this group of older persons than for any other segment of the
population.

The proposals are further intended to promote greater cost-efficiency in
existing federal housing programs, to increase sharing of program costs with
state, local and charitable sources of funding, to improve the quality of
housing provided with federal assistance and to improve the management of
housing assistance provided to elderly persons at all levels of program
administration.
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II. SUMMARY OF LEGISLATIVE PROPOSALS

The proposed comprehensive elderly housing legislation would consist of

eleven separate proposals, each relating to a separate program, initiative,

issue or set of issues. These include:

Major revisions in three existing housing assistance programs (The

Section 202, Congregate Housing Services and rental housing voucher

programs).

Three new initiatives for the develspment of congregate housing

facilities and other supportive housing arrangements.

Two mortgage insurance initiatives to assist elderly homeowners use

the equity in their homes to help pay the cost of needed health care,

supportive services or other living expenses either while they remain
in their homes or move to more supportive residential facilities.

* Proposed amendments to current law to correct a number of long-

standing administrative problems for existing HUD elderly housing

projects.

* Proposals to address the serious problem of the potential loss of

thousands of low-income rental units due to expiration of Section 8

rental assistance contracts.

A proposed reorganiza.ion of HUD's administrative structure to provide

for a separate division headed by a Deputy Assistant Secretary for
Housing to administer elderly housing assistance and related programs.

HARP is also in the process of der/loping one additional program

initiative which it intends to submit to Congress as a supplement to the

legislative proposal. The proposal provides an additional rural housing

demonstration initiative to er-ourage the development of supportive housing

through the use of manufactured housing units in mixed-use rural retirement

communities.

III. NEW PROGRAM INITIATIVES

A key element in the legislative proposal is the restructuring of

assistance under two key HUD programs, rental housing vouchers and congregate

housing services (CHSP), and the use of this assistance to provide incentives

to encourage innovative housing projee development or renovation by local

public agencies and non-profit corporations. In the proposed initiatives,

financing of a project, together with land acquisition, planning costs and

some service program costs, would be provided from local funding sources.

Federal mortgage insurance, rental vouchers and CHSP would provide the

additional assistance needed to make a project economically feasible or to

make rents affordable for low-income elderly households.
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Rental vouchers, CUSP and other assistance available under current federal
programs would be used to encourage and assist the development of innovative
elderly housing arrangements under the following new program initiatives or
demonstrations:

Federal/State Congregate Housing Demonstration Program

HUD would be authorized to negotiate agreements with State agencies to
assist the development of not less than 20 special congregate housing
facilities designed to serve larger concentrations of frail elderly
persons than permitted under the current CUSP program. Under such
agreements HUD would provide mortgage insurance, rental vouchers and CHSP
assistance for selected projects, while state agencies would provide
project financing and supplemental financial assistance, as well as
coordinate state health care, social services and other program assistance
on behalf of qw.lified residents. Projects would be targeted to lower
income elderly who require greater assistance than currently available in
assisted housing facilities or those seeking deinstitutionalization from
nursing facilities..

Local "Adaptive Reuse" Supportive Housing Initiative

HUD would be authorized to provide assistance to local initiatives to
rehabilitate abandoned, surplus, donated or historic properties for the
purpose of providing congregate housing, rental housing or supportive
group homes or shared housing arrangements for low-income elderly and
handicapped parsons. Federal assistance would be provided on a
competitive basis to approximately 100 projects sponsored by local public
agencies or non-profit organizations and is intended to leverage
significant commitments of funding for projects from local public and
private resources. The three-year demonstration seeks to encourage
innovative use of existing properties while assisting in providing
facilities within a community that can accommodate the transfer of frail
older persons who cannot reside at home without significant or costly
assistance or who require some degree of custodial supervision.

Rural Elderly Housing Rehabilitation Demonstration

The proposal provides assistance under existing HUD and FaHA programs
to encourage the renovation of existing properties in rural communities to
provide supportive housing facilities for elderly and handicapped
persons. The proposal creates a three-year demonstration under MIA's
Rural Housing Preservation Grant Proraa to provide flexible matching
grants, and HUD rental voucher and CUSP assistance, to rural governments
for use in assisting projects that will renovate eligible properties to
provide rental housing and supportive group housing arrangements that are
affordable to low income persons. The program would assist approximately
OS projects selected on a competitive basis, with priority given to
proposed projects that provide the greatest benefit to very-low income
persons, that leverage the greatest amount of non-federal assistance and
which achieve needed rehabilitation at the lowest possible cost.

3
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IV. REFORM OF THE SECTION 202 HOUSING PROGRAM

Another major element of the legislative proposal is a comprehensive

reform of the Section 202 elderly and handicapped housing program. The

proposal would restructure the currant construction financing and subsidy

arrangements for the program to significantly reduce federal costs, while

improving the quality of housing produced under the program, providing greater

flexibility in project design and management and improving service programs

provided for residents.

The key to the proposal is the replacement of the current duplicative

financing procedure of providing market-rate financing and Section 8 subsidies

to support projects under the program, a procedure in which HUD essentially

extends a loan to the project and then pays itself back through the costly

Section 8 program. Under the proposal, financing would be provided in the

form of deferred-payment loans, which a sponsor would repay to HUD after

twenty years, unless the project is retained for use as low-cost rental

housing for elderly and handicapped persons. Loans would be forgiven by HUD

after a total of 40 years of continued operation as low income rental housing.

Since project operating budgets and rents would not have to accommodate

the sizeable cost of amortized debt payments, a project's unit rents,

determined as a portion of a project's operating budget, would more closely

approximate the rent payments required of residents (30 percent of adjusted

income). This eliminates the need for the sizeable Section 8 payments on

behalf of every resident in a facility, and would require greatly reduced rent

deficit payments to cover on17 the difference between the unit rent and the

rent payments by residents with very low incomes. The result is a potential

savings of nearly $1.3 billion in annual long-term budget authority from what

otherwise would be required under the current program in long-term

expenditures and costly Treasury borrowing to pay Section 8 subsidies over the

twenty year term of the project contracts.

The proposal also revises the project selection criteria for the program

to provide a more competitive process for awarding assistance by requiring one

or more major cost-reduction features to be incorporated in a project

proposal. These include use of less costly bou3ing rehabilitation, provision

of land, materials, cervices, rental subsidies, commitments of future services

or other financial or in-kind contributions to the project. The change would

reduce federal expenditures, while increasing the financial involvement of

sponsors, providing for greater public support for a project and increasing

cost ;Baring with local public agencies and charitable organizations.

V. EXPIRATION OF SECTION 8 SUBSIDY CONTRACTS

The comprehensive legislation also includes proposals to address the

Potential problem o2 the loss of hundreds of thousands of units of affordable

rental housing for low-income elderly and handicapped persons as a result of

the the expiration of 20-year Section 8 rent subsidy contracts. The current

A4ministration has stared that it does not inteud to renew these contracts,

nnr is it likely that any incoming administration will be shit, to obtain

sufficient Lading to ren,, these contracts in their current fort..

4
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The proposals would permit an extension of subsidy contracts on a less
costly basis than the current Section 8 contracts. A differing approach is
proposed for the older Section 202 and Section 236 projects than for the
newer, post-1974, Section 202 project, due to their very different financing
and subsidy arrangements with BUD.

For the newer Section 202 project contracts, which pose the most serious
long-term financing problem, the proposal would require a debt and subsidy
restructuring similar to that proposed in Part VI for new Section 202
projects. This would involve the forgiveness of outstanding mortgage debt
over a twenty-year period following the expiration of the 20-year contracts,
together with rent deficit payments based on greatly reduced project operating
budgets. The result, like that under the revised Section 202 program, is that
debt can be forgiven and adequate operating deficit assistance provided for
substantially less cost than continuing current Section 8 subsidy contracts.

VI. COST ESTIMATES

The proposed reforms in the Section 202 program would provide sufficient
savings in annual budget authority to offset much of the cost of the combined
proposals in the comprehensive legislation. The major cost savings in the
proposal would come from replacing Section 8 payments under the program with
greatly reduced rent def,:it assistance. As noted above, this could redace
annual long-term Section 8 costs under the program by as much as $1.3
billion. Even if the Treasury were to absorb the entire cost of providing
deferred-payment loans under the program as a direct expenditure, potential
savings under the program could still amount to between $700 million and 8800
million each year.

The cost of the new housing development initiatives included in the
comprehensive legislation would involve principally expenditures for rental
housing vouchers and CRSP assistance, together with the relatively limited
costs o4 providing federal mortgage insurance and prograx administration.
Rental vouchers assigned to projects constructed or renovated under the
initiatives would require approsimately $41 m'llion in budget authority to
fund five-year contracts in the initial year of the initiatives. Subsequent
year funding of vouchers under the three-year demonstration prograls would
require and additional $39 million.

As summarized' in Part III, expenditures for the CHSP program, including
assistance to renew cqrrent contracts, to provide expanded assistance and to
funs assistance under the proposed initiatives, would amount to $64 million
for the first year of the program and $178 million over three years. This
figure, added to the $80 million in rental vouchers assistance for the
proposed initiatives, would provide a total cost in new budget authority of
$258 million. This figure could easily be accommodated within in first year
savings in long-term expenditures under a reformed Section 202 program.

4a
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A major increase in expenditures in the proposed legislation would be the

cost of doubling the size of the current rental voucher program. This would

involve approximately $1 billion in new budget authority to fund 50,000

additional five-year voucher contracts. The portion of this cost attributed

to the proposed 40 percent set-aside for assistance to elderly households

would be approximately $400 million a year. Once again, however, the cost of

providing 20,000 new rental vouchers for the elderly, together with the cost

of the new program initiatives, an expanded CHSP program and other costs

associated with the proposed mortgage insurance initiatives and overall

program administration, could be accommodated in a single-year savings from

changes proposed in the Section 202 program.

The potential costs associated with proposals to extend rent subsidy

assistance under current Section 8 contracts is far more difficult to assess,

principally due to the lack of adequate data on the number of projects

potentially affected, the combine amount el annual Section 8 payments to such

projects and their estimated outstanding mortgage balances. While the cost of

these proposals would be substantial, even a broad estimate would be difficult

without more comprehensive data from HUD.
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4b



39

PROPOSALS FOR COMPREHENSIVE LEGISLATION TO REFORM AND EXPAND FEDERAL
LGASISTANCE PROGRAMS FOR OLDER AMERICANS

INDEX

PART I. CONGREGATE HOUSING DEVELOPMENT INITIATIVES

A. FEDERAL/STATE CONGREGATE HOUSING DEMONSTRATION
B. LOCAL "ADAPTIVE REUSE" HOUSING DEMONSTRATION

PART II. RURAL ELDERLY HOUSING REHABILITATION DEMONSTRATION

PART III. REAUTHORIZATION AND EXPANSION OF THE CONGREGATE
HOUSING SERVICES PROGRAM

PART IV. FEDERAL MORTGAGE ImsuRAxce INITUTIVES

A. HOME EQUITY CONVERSION MORTGAGE INSURAVCE PROGRAM
B. MUTUAL BENEFIT MORTGAGE DEMONSTRATION PROGRAM

PART V. RENTAL HOUSING VOUCHER PROGRAM CHANGES

PART VI. REFORM OF THE SECTION 202 HOUSING PROGRAM

PART vii. EXPIRING SEC 8 CONTRACTS IN OLDER FACILITIES

PART VIII. MISCELLANEOUS ELDERLY HOUSING PROGRAM AMENDMENTS

PART IX. ADMINISTRATION OF HUD ELDERLY HOUSING POLICY

5

53



40

PART I, CONGREGATE HOUSING INITIATIVES

TEDERAUSTATE CONGREGATE HOUSING DEMONSTRATION PROGRAM

I. PURPOSE

The proposal would provide assistance for the development and operation of
specialized congregate housing facilities designed to serve a large number of
low-income elderly and disabled individuals who require a coordinated program
of supportive services to maintain a maximum degree of independence.
Assistance provided to eligible housing sponsors would be administered by
designated state agencies responsible for coordinating assistance from
federal, state and local sources under broad guidelines established by HUD.

The proposal addresses the need for increased coordination between federal

housing, health and public assistance progress in costing the service needs of
older persons in a canner that avoids inappropriate use of current resources
and provides alternatives to unnecessary and costly institutionalization.
Such coordination can best be achieved at the State level using the incentives
provided under the program to promote iaproved targeting and aanagesent oL
funding from various federal progress.

facilities developed under the demonstration program are intended to serve
larger concentrations of vulnerable individuals than permitted under the
current CUSP program. Evaluations of CESP suggest that increased cost

efficiency and more adequate application of the congregate housing concept is
possible in projects with larger numbers of persons at risk of

institutionalization. A significant portion of this "at risk" population is
improperly served by federal assistance. The CHSP evaluations estimate that
at least 13 percent of the residents of federally assisted housing may be
potentially subject to institutionalization without proper supportive

services. Studies also indicate that as many as 35 percent of nursing home
residents do not require the advanced level of services they receive.

The proposal is intended tc provide special facilities at an intermediate
level designed to help reduce the coat of services provided to the frail
elderly in residential settings, eliminate unnecessary service costs for those
premature), placed in nursing facilities, and permit more appropriate
alloeati.nn of both independent living and interaediate care units.

II. PROPOSAL

A. Tederel_Assietance

1. HUD would be authorized to negotiate agreements with State housing
agencies, housing finance agencies, or other public agencies

designated for this purpose, to provide assistance to public

6
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agencies and private, non-profit corporations to facilitate the
development and operation of not less than 20 specialised
congregate housing facilities to assist low- income, mobility-
impaired individuals to retsain in semi-independent residential
arrangements.

2. HUD would provide mortgage insurance for the projects under the
Sec. 221(d)(3) program using guidelines currently applicable to
the development of Retirement Service Center projects (current
underwriting guidelines for the Retirement Service Center program
would have to be revised to reflect the 100% project financing
under Section 221(d)(3), reduced escrow and reserve requirements
due to commitment of HUD and State subsidies, revised low- income
occupancy requirements and increased flexibility in providing
health-related service spacei.

3. Additional commitments by HUD under such agreements
would include:

a. Rental housing vouchers for units occupied by persons with
incomes below 50 portent of area median income, up to a
maximum of 60 percent of total units in a facility.

b. CHSP assistance applicable to approved costs for services
provided to qualified residents. (see CHSP proposals, Part
VIII).

c. Reimbursement of a portion (not exceeding 60 percent) of the
administrative costs incurred by the designated State agency
in developing and administering the program.

B. State Agreements

1. rInancing for projects assisted under the demonstration program
would be provided by State housing finance agencies with tax-
except bonds authorized ut"..er sec. 103(a) of the IRS Code.

2. Additional commitments by States under agreements with the
Secretary say include:

a. Commitment of funds to assist project development in a manner
that will reduce development and long-term financing costs
(e.g., mortgage subsidies, land acquisition, site development,
planning grants, etc.).

b. Commitment by the State housing agency of funds to provide
rental subsidies for lower-income residents not receiving or
not qualified to receive federal housing vouchers, in an
amount and for a term determined by the Secretary.

7
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c. Agreement by the State Department on Aging to provide resident

assessment and case management services, service plan

development assistance and local services coordination for a
facility through staff of the appropriate area agency office,
as well as commitment to provide a priority for residents of

an assisted facility in allocating available assistance for
meals and services under Title III of the Older Americans

Act. Such services would be incorporated in State long-term
care plans oin4r in place or under development at the time of
application for assistance.

d. Commitaent of funding by the State Medicaid agency, either

under regular UFA guidelines or a community service
"waivernprogram, to provide personal care, visiting nurse and

other appropriate services to qualified Medicaid-eligible

residents.

e. Agreement by the State welfare agency to coordinate available
assistance under federal, state and local programs on behalf

of eligible clients residing in a project.

C. EligiYLe Projects

1. lrojects eligible for Federal assistance under the program would

provide rental housing for income - eligible elderly and handicapped

persons who require a coordinated program of supportive services

within a semi-independent residential environment.

2. Proposed projects and individual units would have to conform with

standards of design, fixtures and amenities for elderly housing

construction required in regulation for the HUD Section 202

program, except that project sponsors may choose not to provide

kitchen facilities in individual units where approved by the

Secretary.

3. Project construction would be undertaken in an economical manner
and would not employ elaborate or extravagant design or materials.

4. Eligible projects must provide a program of services to residents,

provided either by staff of the facility or under contract, which

is appropriate to meet the needs of potential residents of the

project.

a. Service programs would include meals (at least one prepared

meal each day), nutrition assistance, transportation,

recreation housekeeping and, as needed, personal care and

health-related services provided on a visiting basis.

b. Services would be provided at cost to residents, or at below

cost where public or charitable assistance is made available.

c. Service programs would incorporate case management services

provided either by staff of a project or by local public

agencies.

8
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D. Eligible Project Sponsors

1. Eligible sponsors of congregate housing facilitie under the
program would be public agencies and private non-prctit housing
corporations with experience in providing housing for elierly and
handicapped persons and in providing services in residential
settings.

2. Eligible sponsors should also have successful records of
coordinating public, private and charitable funding to meet the
cost of housing development and service delivery.

E. Resident Eligibility and Admissions

1. Eligible residents would be well, low-income persons over age 62
with multiple functional disabilities that inhibit performance of
personal activities of daily living, or handicapped persons under
age 62 with physical disabilities that inhibit daily activities.

2. Daterminations of eligibility would be made using the same
'assessment procedures and eligibility criteria provided in the
CESP program.

3. Priority in selecting from among eligible applicants would be
provided to persons:

a. Seeking deinstitutionalization from nursing or personal care
facilities;

b. At high risk of institutionalization and residing in federally-
assisted or state-assisted residential projects;

c. Living alone with little formal or informal sources of
assistance or support.

4. A minimum of 40 percent of available units in a facility would be
available for persons with incomes below 50 percent of area median
income (incentive for admission of additional very low income
parsons would be provided in HUD's commitment to provide housing
vouchers on behalf of such residents for up to 60 percent of total
units in a project).

5. A maxima of 20 percent of the units in a project would be
available for use by qualified persons with incomes between 80
percent and 110 percent of area median income, who would pay
markat rate rents established for the area by BUD.

9
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F. Project Selection

1. The BUD Secretary shall select from among competing State

applicants according to priorities established in regulating

relating to the nature of the projects proposed, the adequacy of

proposed programs of services, and the amowitt and type of

assistance committed by State agencies.

2. In allocating assistance under the program the Secretary would

seek to achieve adequate regional distribution of projects while

permitting individual states to develop sufficient projects to

allow efficient allocation and coordination of resources.

G. Report to Congress

1. BUD would be required to make periodic reports to Congress

regarding persons served in projects developed with assistance

under the program, together with estimates of the cost of

providing needed services to such persons and the comparable costs

of providing such services in other residential facilities and in

intermediate care facilities.

2. For the purpose of such reports, BUD would identify individuals in

federally-assisted elderly housing projects and intermediate care

facilities in the area of a project who have corresponding

functional disabilities to residents of the project to serve as

control groups for determining cost differences in providing

services to such persons in the various residential and service

settings.

III. PROGRAM SIZE AND FEDERAL COSTS

The program would assist a minimum of 20 advanced congregate housing

projects sponsored by local public agencies and min-prof:A corporations. The

total number of units assisted by the program would range between 2600 and

3600, depending upon the size of proposed projects.

Costs to the federal gov,cnment during the initial stages of the

demonstration pregraa would involved principally the commitment of funding for

an estimated 1r3-2000 rental housing vouchers, under five-year, renewable

contracts; approximately 1000 commitsents of assistance under the CUSP program

(as revised in proposals in Part III); and the administrative costs associated

with the provision of federal mortgage insurance, reimbursement of State

agency costs and general program oversight and evaluation.

10
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PART I. CONGREGATE HOUSING INITIATIVES

LOCAL "ADAPTIVE REUSE" HOUSING DEMONSTRATION PROGRAM

I. PURPOSE

The proposal would authorize HUD to provide assistance available
in existing mortgage insurance, rental housing voucher and CHSP programs
(as revised by these proposals) to encourage and assist local initia-
tives to rehabilitate abandoned, surplus, donated or historic properties
for the purpose of providing supportive residential facilities for
low- and moderate-income elderly and handicapped persons. Federal
assistance would be provided, on a competitive basis, for projects
sponsored by local public agencies and non-profit organizations, and
is intended to leverage commitments of resources for projects from
local public and private sources. The proposal anticipates significant
local public involvement in a project. Such involvement may involve
provision of grants, mortgage financing. mortgage subsidies, rental
assistance, planning and architectual assistance, tax abatements or
supportive services to residents.

The proposed three-year demonstration program is intended to
encourage innovative use of existing properties, while assisting in
providing facilities within a community to accomodate the transfer
of frail older persons who either cannot reside at home without signifi-
can'. ..:)stly assistance, or who require some degree of custodial
supervision. Eligible projects would include rental housing for semi-
independent older adults, congregate housing facilities and supportive
group homes or shared housing arrangements. Projects assisted by the
program would not only help to improve established neighborhoods. but
would permit long-time residents to remain in the neighborhood near
family, friends and familiar services.

II. PROPOSALS

A. federal Assistance

1. The HUD Secretary would be authorized to provide assistance
to qualified rehabilitation projects sponsored by public
agencies and non-profit organizations intended to convert
non-residential properties into supportive housing
arrangements for elderly and handicapped persons.

2. Assistance would be provided to projects selected through
competitive application under procedures established
in regulation by the Secretary.

11
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3. The Secretary would provide coordinated assistance to
selected pro,ccts under the following programs:

a. Mortgage insurance for qualified rehabilitation loans
under the Section 221(d)(3) program.

b. Rental assistance for qualified tenants under the rental
housing voucher program.

c. Supplemental assistance for supportive services under
the Congregate Housing Services Program (CHSP) for
qualified residents in appropriate facilities.

d. Other assistance as provided in appropriations and
considered appropriate by the Secretary.

.4. Mortgages insured under the program would have to be secured
by the property to be rehabilitated, have a principal
obligation not exceed the sum of the estimated cost of
rehabilitation and the estimated value of the property
before renovation, and meet other appropriate requirements
set forth in Sec. 221 of the National Housing Act.

5. Projects and residents eligible to receive assistanc, under
the housing voucher and CHSP programs must meet appropriate
requirements established in regulations for each program.

B. Eligible Projects

1. Projects eligible for assistance under the program include
a variety of residential arrangements for persons requiring
some degree of assistance with the performance of major
activities of daily living. Such projects would include:

a. Multi-unit rental housing with services available
to residents requiring some assistance with daily
activities.

b. Congregate living facilities with service programs
capable of providing a variety of services to most
residents of the facility.

c. Grow, homes or shared housing arrangements with services
provided by one or more full or part-time staff and
by outside service providers.

2. Eligible projects must have at least five separate residential
units after rehabilitation.

3. Both the project and individual unite must conform with
standards of design, fixtures and amenities for elderly

12
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housing required in regulation by the Secretary for rehabil-
itation projects under the Sec. 202 program.

4. Individual units within a project are not required to include
kitchen facilities for smaller projects of shared housing
with central dining or shared dining areas. Larger projects
should include limited kitchen space, even where shared
or congregate dining space and services are provided.

5. No more than 15 percent of the total -'.ace in a project
may be used for shared or common space for residents.
In larger projects the Secretary may approve additional
common apace for use in providing facilities to provide
services to residents and to persons in the community and
for retained office space for appropriate public agencies
or service providers.

C. Eligible Properties

1. Properties eligible for assistance must be suitable for
vsnnovation for residential houisng nnd, in this estimation

HUD, capable of meeting both locai codes and federal
program standards through the proposed program of repair
or rehabilitation.

2. Eligible properties would include, but not be limited to,
structure.,. ...r:/icncly used, in whole or in part, for:

a. Public buildings and Schools

b. Hotels, Rooming Houses. Dormitories

c. Commercial and office buildings

d. Hosp:Aals and medical facilities

e. Factories, warehouses and terminals

f. Churches and church-related properties

O. Large private dwellings

3. Eligible projects must occupy all of the property to be
rennovated or, in the case of larger properties (i.e
factories, warehouses, etc.), must occupy a separately
defined portion of a larger rehabilitation project.

4. Local agencies and non-profit uponsors may obtain assistance
in rennovating more than one property as pert of a program
to provide group residences or shared housing at several

13
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locations in a community. Each property ould have to
meet_standards required by the Secretary or rehabilitation
and all relevant program requirements.

5. Projects may involve properties included on a national,
state and local register of historic building or properties
and must conform to rehabilitation requirements and standards
established by the Department of the Interior and local
historic preservation agencies.

6. Properties assisted under the program must be owned by the
sponsoring organization or controlled by the sponsor through
long-term lease or other arrangements with a public or
private entity.

a. Properties may be acquired by the sponsor for purpose
of rennovation either by purchase, private donation
or transfer by a public agency (e.g., abandoned
or condemned properties, properties on local tax roles,
properties acquired by eminent domain, etc.).

b. Project sponsors way acquire control of a property
or a separate portion of a larger property through
long-term lease or use contracts with public agencies
or private organizations. The term of any such lease,
contract or agreement would not be less than 20 years.

c. Eligible propertf.ts Gould also include properties owned
by a public agency but made available for the project
under a long-term management agreement with the sponsoring
agencies or non-profit organization.

D. Role of Local Governments

1. Local governeents, through designated agencies, would be
eligible to participate in projects assisted under the
program as:

a. Project sponsors.

b. Co-sponsors with non-profit organizations

c. Owners of property used in a project either through
long-term lease, management agreement or other arrangement
with project sponsors.

2. Government agencies would also be encouraged to assist projects
through a variety of forms of assistance, including:

a. Donation or transfer of property.

14
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b. Financing of mortgages or rehabilitation loans with
tax-exempt bonds or other funding.

c. Direct grants or low- interest or deferred payment loans
to assist in project planning or rehabilitation coats
(using federal CDBO, rental rehebilitaton grant funds
or other federal, state or local program funds).

d. Mortgage reduction payments.

e. Technical assistance.

f. Regulatory relief, include tax abatement, lifting of
zoning restrictions on property use and density, "incentive"
arrangements in zoning rulings encouraging private
developers to make property available for low-income
housing, or to provide funds or assistance to projects
providing low-income housing.

O. Rental subsidies to residents

h. Management of local' gency assistance to coordinate
services to residents of a project and to provide
case management services.

i. Commitments to fund services to residents in a project.

3. Local agencies, as project sponsors, co-sponsors or owners
of properties to be rennovated, may rltr4r, oortion of larger
projects for purposes of proviaing:

a. Community facilities serving elderly persona in the
project and in the broader community (e.g., senior
centers, nutrition sites, etc.).

b. Office space for agencies or programs serving elderly
persons (e.g., office on aging, etc.).

E. Eligible Residents

1. Eligible residents must be age 62 or older, or be physically
handicapped.

2. Eligible residents must tame incomes below 110 percent of
the median income for the area in which a project is located.

3. A minimum of 50 percent of units made available in a project
aunt be occupied by persons with incomes below 50 percent
of area median income.
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4. Not more than 20 percent of the total units in a project
may be occupied by persons with incomes between 80 percent
and 110 percent of area median income.

5. Residents eligible for rental assistance under the housing
voucher proemm oust have incomes not exceeding 50 percent

of area median income.

6. Eligiblity for CHSP assistance would be limited to income-
qualified residents of appropriate projects who are determined
to have multiple functional disabilities under procedures
established in regulation for the CHSP program.

F. ServiceEsguirements

I. Eligible projects must provide a package of services to
residents, provided either by staff of the facility or through
contract, which is appropriate to meet the needs of potential
residents of the project.

2. Service packages wou - include meals and nutrition assistance,
transportation, recreation und housekeeping assistance
and, as needed. personal care and health-related services
provided on a visiting basis.

3. Services must be provided at cost to residents, or below
cost where public or charitable assistance is mr,vided.

4. Service programs would incorporate case sanagement services
provided either by staff of a facility or by local public
agencies.

5. Additional commercial-style services (e.g.. laundry, beauty/
barber shops, convenience shops, etc.) may also be incorpor-
ated within a project as appropriate.

G. Project Selection

1. In selecting from among competing applications for assistance
the Secretary would take into consideration, asong other
things:

a. Assessments of need for supportive housing arrangements
among elderly persons residing in areas where projects
are to be located.

b. Experience of project sponsors in providing housing
and housing-related services to elderly persons.

16

64



51

c. The degree to which projects assist low-Income pera.,is,
particularly persons with very low incomes.

d. Innovative use of existing properties and original
materials.

e. The degroe co which renovation is achieved at the
lowest possil:le c.st per unit.

f. The degree of participation and support for the project
provided by local governments.

g. The adequacy of proposed service plans and service
commitments by the sponsors and other providers.

h. The amount of non-federal assistance provided from
state. local and charitable sources of assistance.

I. Commitments to continue service to low-Income residents
beyond the minimal requirements of the program.

2. The Secretary would attempt, to the extent possible, to
provide the broadest possible distribution of assistance
among type of projects and among geographic regions.

B. Additional Requirements

1. Projects assisted under the progrbm would continue to serve
low- and moderate-Income elderly and handicapped persons
for not less than 15 years (or for a longer period as may
be required to qualify for assistance under state or local
programs) .

2. Resident participation In the operation of projects assisted
under the program would be encouraged through creation
of resident councils and by other actions.

III. PROGRAM SIZE AND COST

The Secretary would be required to assist approximately 40 projects
each year under the program, and not less then 100 projects over the
three-year demonstration.

While anticipated projects wilY vary widely in size, the average
size of projects assiated by the program is likely to be between 35 and
45 units per project. Between en percent and 60 percent of the units
made available in renovated projects are likely to be occupied by persons
eligible to recieve assistance under the rental voucher program, since
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this is the principal incentive offered by the program to encourage local

financial participation.

VA proportion of residents potentially qualified for CHSP assistance
would be such lower, but would depend upon the delivery option selected
for the CHSP program. Assistance provided in the form of a voucher would
have wider application among various residential arrangements and would
produce greater demand than the alternative deficit payment approach
that would apply principally to congregate facilities.

Costs to the federal government during the initial stages of the
demonstration program would thus involve principal) the commitment of
between 800 and 900 runtal vouchers per year. between 300 and 500 unit
commitments for CHSP assistance and the minimal administrative costs
associated with the provision of commitments of federal mortgage insurance
and general program oversight.
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PART II. RURAL ELDERLY HOUSING REHABILITATION DEMONSTRATION PROGRAM

I. PURPOSE

To provide assistance under existing programs administered by the
Farmers Home Administration (FmHA) and the Department of Lousing and
Urban Development (HUD) to encourage the rennovation of existing
structures in rural communities to provide supportive housing facilities
for elderly and handicapped persons. The proposal creates a three-year
demonstration program under FmHA's Rural Housing preservation Grant
program to provide flexible matching grants to rural governments to
be used to help reduce the cost of rehabilitating eligible properties
to provide rental housing that is affordable for lower income persona.
Eligible projects under the program would include a variety of supportive
housing arrangements sponsored by local public agencies and nonprofit
organisations, including rental projects, congregate housing facilities
and smeller group homes and dewed housing arrangements. Additional
assistance would be available to qualified residents in projects assisted
by the program under HUD's rental housing voucher and congregate Housing
Services Program (CHSP).

The demonstration program is intended to revive the original intent
of FmHA's rural housing preservation program of promoting a competitive
grant program designed to encourage innovative rehabilitation of rural
properties for low-income housing at the lowest possible cost and with
the greatest possible degree of local financial participation. The
proposal would revise the current program to give greater attention
to rennovation of surplus non-residential properties, including schools,
commercial buildings and medical facilities, to provide specialised
rental facilities for the elderly and handicapped. It would also
encourage project sponsors to provide a coordinated plan of services
for residents and require extended commitments to maintain projects
as rental housing for lower incase persons.

The program would assist approximately 65 projects during the
demonstration period with' funds set-aside for allocation by FmHA's
national office. Priority would be given to proposed projects that
provide the greatest benefit to low-income persons, particularly persons
with very low incomes, that leverage the greatest amount of nrn-federal
assistaqnce and which achieve necessary rehabilitation i.t the lowest
possible cost.
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11. PROPOSAL

A. Federal Assistance

1. Section 533 of the Housing Act of 1949 would be amended
to authorise the Secretary of Agriculture (hereafter the
Secretary") to set aside funding under the Rural Housing
Preservation Grant Program to conduct a three-year demon-
stration. in cooperation with HUD. to encourage the rennovation
of existing structures in rural communities to provide
supportive housing arrangements for elderly and handicapped
persons.

2. Not less than 15 percent of funding appropriated for the
Rural Housing Preservation Grant program for each of three
consecutive fiscal years would be sat -aside for allocation
by th? Secretary under the demonstration program.

a. Assistance would be provided to not less than 20 projects
in any fiscal year, and not less than 65 projects during
the demonstration program.

b. Assistance would be made available by the Secretary
to projects selected through a netioral competition
under application and selection procedures established
in regulation.

c. Funding reserved for the demonstration program would
be exempted from the regional allocation formula provided
In section 533(c)(1) and would remain available until
expended for purposes of the demonstration program.
(subsection (c)(1) would permit unused funds for the
grant program to be shifted to the Sec. 50e some repair
program.)

3. Assistance provided under the demonstration would be made
available in the form of grants to units of local government
(cwnty, town, village or combinations thereof) for use in
providing financial assistance to qualified housing renovation
or rehabilitation projects sponsored by local public agencies
or private non-profit corporations (or co-sponsored by a
local public agency and a non-profit corporation).

4. Assistance provided by grant recipients to qualified projects
would be designed to reduce the cost of.renntwation to provPe
rental units that are affordable to low- and moderate-income
persons, and may include:

a. Direct grants
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b. Low-interest loans

c. Interest reduction payments

d. Other comparable financial assistance.

5. Projects selected by the Secretary to receive grants under
the demonstration program would be eligible for additional
assistance with funding set-aside under HUD's rental housing
voucher program and Congregate Housing Services Program
(CHSP), subject to the following conditions:

a. Assistance made available under the rental voucher program
would be allocated only for units occupied by persons
with very low incomes (below 50 percent of area median
income) and only in projects where the FmNA Secretary
determines that assistance provided to the project is
insufficient to reduce rents to a level that is affordable
to tenants with very low incomes.

b. CHSP assistance would be available to participating
projects on behalf of qualified residents only where
a projects meets all appropriate requirements established
in regulation for ths CHSP program.

1). Qualified residents would be income eligible persons
who are determined to have multiple functional
disabilities under assessment procedures set forth
in regulation for the CHSP program.

2). Assistance made aqvailable to qualified residents
in projects assisted under the demonstration would
be limited to residents occupying not more than
30 percent of the total units made available in
a project.

c. Assistance available under both programs would be provided,
under contract with HUD, for a period of five years.
Such assistance would be subject to renewal for up to
ten additional years, upon application to the HUD Secretary.

B. Eligible Projects

1. Eligible projects under the demonstration program would be
those which propose to renovate existing properties to provide
a variety of supportive housing arrangements, including
congregate housing facilities, intended for use by elderly
or handicapped persons who require some degree of supervision
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or assistance with activities of daily living, but are otherwise
able to care for themselves.

2. For purposes of the demonstration program, "supportive"
housing arrangements would include:

a. Congregate housing facilities providing rental units
that may or may not have ki' ;hen facilities; that provide
et least one prepared seal a day in a central dining
area, and which offer a program of services, either
on site or through contract, to meet the need for additional
services by residents.

b. Rental housing facilities with structural features and
limited services intended to provide emergency assistance
and basic support for elderly e- nandicapped residents.

c. Smaller group homes or shared housing arrangements with
limited supportive services available through staff
in residence or by outside service providers.

3. Eligible projects must have at least five separate residential
units after rennovation or rehabilitation and may include
common or shared space for use by all residents.

4. Proposed projects and individual units must conform with
standards of design, fixtures and amenities for elderly
housing required in regulation for rehabilitation projects
under the HUD Section 202 program, except where specific
exceptions may be granted by the Secretary.

5. Projects assisted under the program must involve rennovation
or rehabilitation which is undertaken in an econweical manner
and which does not involve elaborate or extravagant design
or materials (except that special fixtures or equipment
required for use by frail elderly or handicapped persons
would not be considered elaborate or extravagant).

6. Eligible projects must provide a minimal level of services
for residents required in regulation by the Secretary as
appropriate for the type of housing to be developed.

r. Eligible Properties

1. For purposes of the demonstration program, properties eligible
for rennovation or rehabilitation with assistance under
the program would include both existing residential properties
and non-residential pror-Irties capable of rennovation for
residential rental housing for elderly and handicapped
parsons.
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2. Properties to be assisted under the prewar must be suitable
for conversion or rehabilitation for residential rental
housing and. in the estimation of the Secretary, capable
of meeting both local codes and federal program standards
through the proposed program of rennovation or rehabilitation.

3. Non-residential properties to be converted tc residential
facilities may include structures previously used, in whole
or in part. as public buildings, schools, churches. commercial
or office buildings, hotels or motels. hospitals or medical
buildings and other Structures considered appropriate for
the purposes of the program by the Secretary.

4. The Secretary may approve projects involving more than one
property as part of a single application to provide group
residences or shared housing at more than one location within
a community or jurisdiction. Each property would have to
meet eligibility requirements and rehabilitation standards
required under the program.

5. Projects may involve pronerties included on a national.
state or local register of historical buildings or properties
and must conform to rehabilitation requirements and standards
established by the Department of the Interior and local
historic preservation agencies.

6. Properties assisted under the program must be owned by the
monsoring public agency or non-profit organization or controlled
by the sponsor through long-term lease or other arrangement
with a public or private entity.

a. Properties may be acquired by the sponsor either by
purchase, private donation or transfer by a public agency.

b. Project sponsors may acquire long-term control of a
property through lease or use contracts with public
agencies and private entities. The term of any such
lease or contract would not be less than 15 years.

D. Program Requirements

1. To be eligible for grant assistance under the demonstration
program a unit of local government must agree:

a. To provide financial or other assistance for a proposed
project, separate from financial assistance provided
with grant funds received under the program, that is
designed to ro-Juce the cost of project rehabilitation
or rennovation in order to further reduce unit rents
to levels that are affordable to low. and moderate-
income residents.
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1). Such assistance may include direct financial assistance
in the form of grants, low-interest or deferred
payment loans, interest subsidies or unit rent subsidies;
contributions of property, materials or services;
regulatory relief, including tax abatement; and
and other forms of assistance acceptable to the
Secretary.

2). The amount of assistance to be provided, including
the amount of direct funding and the estimated yells
of donated property, services or regulatory actions.
must be at least equal to the amount of grant resistance
received under the program.

b. To assist in the provision of services within a project
through coordination of program assistance available
to qualified residents through local agencies.

c. To supervise renovation or rehabilitation of a ',..lject,
including providing for all necessary inspections., and
to monitor compliance with other program requirements
by project sponsors.

2. Sponsors of projects assisted under the program must agree:

a. To maintain assisted properties as rental housing for
use by lower-income elderly and handicapped persons
for 1 -eri^d of not less than 15 years (or for a longer

.0 may be required for eligibility for assistance
undur state or local programs).

b. To past; on to residents in the form of reduced rents
the reduction in project development costs resulting
from assistance received under the program.

c. To maintain the program of services to residents proposed
in project applications for a 1,eriod of 15 years, except
whore otherwise provided by the Secretary.

E. Eligible Residents

1. Eligibility to occupy unit. in projects assisted under the
demonstration program would be limited to persons--

a Age 62 or older, or persons under age 62 who are physically
handicapped.

b. Are capable of living independently with the support
provided by services generally available to residents
of a project.
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c. With incomes helow 110 percent of the median income
for the area in which a project is located.

2. A inim= of 40 percent of units made available in a project
must be occupied by persons with incomes below 50 percent
of area median income.

3. Not more than 20 percent of the total units available in
a project may be occupied by persons with incomes between
80 percent and 110 percent of area median income.

F. Project Selection

1. The Secretary would issue proposed regulations, not later
than 90 days following the effective date of enacting legislation,
providing for a competitive gran, program administered on
a national basic by FeHA in cooperation with HUD.

'4. Units of local government seeking assistance under the program
must submit applications describing the proposed project.
the project sponsor, anticipated sources of funding and
other information :equired by the Secretary.

3. In evaluating the merits of competing applications for
assistance the Secretary would be required to take into
consideration, among other things:

a. Assessments 2; need for supportive housing arrangements
among elderly and handicapped persons in the area to
be served by proposed projects.

b. Experience of project sponsors in providing housing
through conversion or rehabilitation and in providing
residential services to frail or disabled persons.

c. Innovative use of existing properties and original materials.

d. The adequacy of proposed service plans and service
commitments by project sponsors and other service providers.

e. Commitment by project sponsors to continue service to
low-income persons beyond the minimal requirements of
the program.

4. The Secretary would assign priority among eli4ible project
Proposals on the basis of:

a. Th. -xtent to which projects assist low-income persons,
particularly persona with very low incomes.
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b. The degree to which the program of renovation or rehabil-
itation is achieved at the lowest possible per unit
cost.

c. The extent of participation and support for the project
provided by local governmental agencies.

d. The amount of non-federal assistance provided from state,
local and charitable sources of assistance.

5. In selecting from among competing applications the Secretary,
to the extent possible, would provide for the broadest distri-
bution of assistance among types of jurisdictions (county,
city, town, etc.), among geographic regions and *song types
of facilities eligible for assistance.

III. PROGRAM SIZE AND COST

A. Anticipated funding for the demonstration program under the
FsHA rural preservation grant program would amount to $1.5 million
each fiscal year. or $4.5 million for the three-year prograa.
Appropriations for t!- program are currently $10 sillon and
are not expected tc ,...Trease measurably in the near future.
The proposal sets aside 15 percent of this amount annually.

B. Projects assisted under the program would rrage in size from
fi-e units to approximately 50 units, with the average project
provOing between 18 and 24 units. Assuming that the Secretary
provides assistance to an average of 20 projects each year,
the total number of units made available under the program would
total between 360-480 units per year (or approximately 1000-
1400 units over three years).

C. Assistance provided to selected projects from fut.:ling set aside
under the F.HA grant program would average $75,000 per project.
However, the Secretary would have authority to provide greater
or lesser amounts of assistance based upoz the size of proposed
projects and the proposed program of renovation. The amount
of assistance provided would be matched (at i minimum) with
assistance provided locally.

D. Assistance provided under HUD's housing voucher program would
be made available to an estimated 35-40 percent of the units
provided in assisted projects. With a current average cost
per voucher of $4100 per year (which is probably more than would
be needed in most projects), annual costs for vouchers provided
would be between $615,000 and S830.000 per year. When computed
over the five-year voucher contract period, total budgdt authority
for housing vouchers under the program would amount to between
S3 million and S4sillion each year.
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E. Assistance provided by HUD's CHSP program would average less
than 20 percent of residents in all projects, amounting to between
70 and 100 persons assisted each year. Assuming an average
cost per year of $2160 for assistance to qualified persons under
CHSP (see CHSP cost est,amtes, Part V). assistance provided
under the demonstration program would average between $150,000
and 5200,000 per year. Total budget authority (computed for
five-year contracts) would amount to approximately $760.030
and $1 million annually.
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PART III. REAUTHORIZATION AND EXPANSION OF THE CONGREGATE

HOUSING SERVICES PROGRAM (CHSP)

I. PURPOSE

To reauthorize the Congregate Housing Services Program (CHSP) in a
manner that builds upon the experience and data of the CHSP demonstration
program, permits an "interim" expansion of assistance in anticipation
of broader application in future years and provides assistance to
participants in the congregate housing initiatives proposed in the broade.
legislation. This proposal seeks to preserve the current structure of
the CHSP program. as a HUD-administered supplemental assistance program
for v.:nlified residents of federallyassisted elderly housing facilities.
while chauglnl only the manner in which assistance is provided to make
it more flexible and to reduce administrative costs.

The proposal reject. other approaches that would make major structural
or administrative changes in CHSP, particularly that of converting it
to a Stateedministered marching grant program. fich an apr,aath might
result in the program being r.:..luced again to a desonstratit. status or
merged with other assistance into a broader housing block grant that may
be administered, in many instonceo, in a manner that is less attentive
to the service needs of frail older persons.

II. FORM OF ASSISTANCE

CHSP would continue to provide assistance to eligible HUD-assisted
facilities to help defray the cost of providing services to qualified.
functionally-impaired residents. The form of assistance would 'oe changed
in manner intended to streamline administration. If a broad national
program of service assistance is anticipated. the deailed, almost
personalised approach In which assistance has been pruvided under CHSP
in the past must be made soe efficient and automatic. Also. participating
facilities iced to predict levels of assistance under the program over
a longer period of time. This could be achieved through either of two
forms of assistance: a service deficit payment attributable to the service
costs of qualified residents. or a residential service voucher provided
on behalf of qualified residents.

A. Option 1: Service Deficit Payments

1. Assistance would be provided by HUD to eligible facilities
to pay costs of services providrd to qualified residents
which are not met from other revenue sources (resident fee
payments, public programs assistance, insurance, contribution7
etc.).
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2. The amount of assistance provided would be determined annually
based on projected service budgets submitted to HUD.

3. Assistance would be provided in an amount corresponding to
the excess cost above anticipated revenue attributable to
a qualified resident, up to a maximum amount established by
the HUD Secretary.

4. In determinlng maximum payments under the program, the HUD
Secretary would take into consideration potential fee payments
by qualified residents and anticipated payment from funding
by public and charitable sources in compliance with program
requirements (see below).

B. Option 2: Residential Services Vouchers

1. Assistetce would be provided as a set payment directly applicable
to the cost of providing services to qualified residents.

2. The amv.nt of assistance provided with each voucher would
be established at the outset of the program (the "base rate")
using data on average costs of service delivery under CHSP.
In establishing the base rate, HUD would take into consideration
average anticipated fee payments by participating residents
and estimated payments from other public and private funding
sources.

3. The base rate for the program would be adjusted annually
according to a nationally recognized index of service costs
selected by the Secretary and would be used both for new
contracts and adjustment of existing contracts.

4. Total assistance provided to a facility would equal the value
of the voucher multiplied by the number of qualified residents.

III. AMOUNT OF ASSISTANCE

A. The term of the assistance provided under contracts by HUD would
be five years under either form of assistance and would be renewable
upon application by the housing sponsor.

B. The HUD Secretary would establish in regulations, as a percentage
of residents in a facility, minimum and maximum numbers of qualified
residents that can receive assistance, taking into consideration
the minimum number of partiuipants necessary, together with other
sources of payment, to assy.-e the availability of services and
cost-efficient provision of services, as well as the need to preserve
the overall atmosphere of independent living in a facility.
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C. The number of residents assisted in a facility would be determined
by HUD and established in a contract. Assistance would be assigned
to a facility on behalf of qualified residents and could be trans-
ferred to another eligible resident in the event of death or
transfer of an original participant. Any funds not used on behalf
of an eligible resident would be refunded to HUD.

III. RESIDENT ELIGIBILITY

A. Resident eligibility would be established, as under the current
CHSP program, by determinations of professional assessment committees
that an individual (who is qualified 'name for residency in
a facility) is incapable of performing multiple personal activities
of daily living and is in need of assistance (current CHSP policy
require three or more areas of functional incapacity).

8. The HUD Secretary would establish standardised assessment forms
and procedures for making determinations of eligibility end provide
guidelines for the composition 'of professional sment committes
consistent with current CHSP practice.

C. Preferences for allocating assistance among eligible residents
or applicants may be established and would include:

1. Persons in greatest need of assistance du,. to determinations
of multiple functional disabilities;

2. Persona living alone without sources of informal support from
a spouse or relatives; and

3. Persons with very low incomes.

IV. ELIGIBLE FACILITIES

A. Eligible facilities include public and non-profit sponsored HUD-
assisted facilities for the elderly and handicapped (those assisted
under HUD's public housing, Sec. 202, Sec. 236, Sec. 231. Sec.B
and Sec. 221(d)(3) programs) having a significant portion of their
resident population determined to Fri potentially incapable of
independent living without appropriate services.

B. Eligible facilities would also be required to:

1. Establish a voluntary professional assessment procedure and
case management system either separately or in cooperation
with local area agencies on aging or other agency or organization.
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2. Provide a comprehensive service plan capable of meeting the
service needs of residents with varying levels of functional
disability.

3. Obtain additional assistance from State and local agencies
and charitable entities to help reduce the coot of providing
services to residents. The Secretary shall establish minimum
acceptable levels of such matching assistance, taking into
account direct payments, services and in-kind contributions.
and shall give priority in allocating assistance to facilities
with diversified and innovative service programs and financing.

V. SERVICE PROGRAMS

Congregate services progress in facilities assisted under the prograa
must provide one prepared meal a day, seven days a week, and must provide
assistance to residents in preparing or securing additional food adequate
for proper nutrition. Programs must also provide, as required by residents.
assistance in housekeeping, personal care, transportation and other services
essential to independent living.

VI. RESIDENT SERVICE FEES

A. Each facility shall establish a schedule of fees for meals and
services that is reasonable and does not exceed actual costs.
The Secretary shall establish maximum fees, as a percentage of
income, that OOP participants can be charged for meals, personal
care. housekeeping and other services, and for all combined services.

B. Residents not receiving CLASP assistance may purchase all services
offered in the facility at the full fee minus any assistance for
which they qualify or any assistance applicable to all residents.

C. The Secretary shall encourage cost reduction activities to reduce
fees for all residents. including use of surplus commodities
programs. group purchasing arrangements. competitive bidding of
contracts and use of volunteers.

D. The Secretary shall periodically review service fees in assisted
facilities to determine if they are reasonable and if assistance
is properly used.
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VII. PROGRAM SIZE

The proposal provides permanent reauthorization of CHSP. while
projecting authorisation levels for an "interim" program of three years.
Initial year funding would include replacement of existing contracts in
the 63 current CHSP programs, allocation of asaistance for facilities
developed under the various congregate housing initiatives in the proposal,
legislation and provision of assistance applicable to some 2000 residents
(slightly more than the number served in the current CHSP program) for
expansion to new programs in existing HUD-assisted facilities. In the
succeeding two years the annual level of assistance would decline somewhat,
but increase incrementally in terms of available assistance for new CHSP
programs in existing facilities. The amount of new assistance proposed
for these years remains limited in anticipation of continued budgetary
limitations and only gradual expansion in HUD's ability to process larger
amounts of assistance.

Proposed allocation of expanded CHSP assistance can be summarized
as follows:

First Year Allocations

a. Replacement of current contracts 2000 units

b. Assigned to Demonstration Programs 2000 units

c. Expansion for New Programs 2000 units

Total 6000 units

Second year Allocations

a. Assigned for Continuing Demonstrations 1000 units
b. Expansion for New Prom's 3000 units

Total 4000 unite

Third Year Allocations

a. Asaigned for Continuing Demonstrations 1000 units

b. Expansion for tilw Programs 5000 units

Total 6000 units

Total for Three Years 16.000 units
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VIII. PROGRAM COST

Data from HUD's CHOP evaluation estimate the average federal share
of the cost of providing services under CHSP 411 being 86.60 per day per
participant ($204 per month). HUD's analysis criticises expenses under
the program as excessive, particularly in the f meals and admin-
istration. In response, HUD revised program requirements last spring
to reduce the number of required meals from two to one per day. Considering
this change, and the stronger requirements for supplemental sources of
funding to reduce federal costs, it is conceivable that average payment
levels to facilities under either a deficit payment or voucher approach
would below this overage level. If the amount of assistance, per
Participant, were estimated at $6.00 per day ($180 per month) for qualified

-ticipants in a program initiated next year, the initial year coats
the program could be summarized as follows:

6000 units of assistance S $2160 a year

Annual cost $12.96 million
Contract Authority (5 Years) 564.80 million

Assuming a 3 percent inflation adjustment in the amount of the payment
allocated for each participant in eat', of the two following years, program
could be estimated to be:

Second year--4000 units of asistance

Annual cost
Contract Authority (5 Years)

Third year--6000 units of assistance

Annual cost

Contract Authority (5 Years)

S $2224.80 a year

S 8.90 million
$44.50 million

S 52291.54 a year

$13.75 million
568.75 million

Total Contract Authority_(3 -Year Program) $178.05 million

Note on Delivery Options: While the approach of providing deficit payments
for costs of services provided to qualified residents is closest to the
method currently employed in the CHSP program, it is potentially the most
costly. Like the pre-1984 method of reimbursing for costs of Medicare
services, it essentially agrees to pay for any uncovered costs up to a
set limit, offering little incentive for cost control. The fixed payment
method of voucher may provide incentives for many providers to reduce
costs or seek additional sources of funding. For providers with low costs
it could offer a reward for efficiency which, hopefully, would be converted
into additional services to residents (however, this is not always guaran-
teed with fixed-payment programs). The voucher approach has the added
political advantage of appearing to build upon HUD's experience with
housing vouchers and providing a format acceptable to Republicans.
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PART IV. FEDERAL MORTGAGE INSURANCE INITIATIVES

HONE EQUITY CONVERSION MORTGAGE INSURANCE DEMONSTRATION PROGRAM

I. PURPOSE

Bone equity conversion would enable older homeowners to convert the equity in

their homes into additional cash resources while they continue to reside in

their own dwellings. Besides permitting the elderly to live in fasiliar

surroundings, hose equity conversions can potentially finance home maintenance,

in-hose health care or other needed supportive services.

Rose equity conversion mechanisms have been used on a limited basis in the

past, but there is law substantial interest in the concept among older

homeowners. However, leLiars have been unwilling to offer such mechanisms as a

regular financial service miss they are considered new and untested.

Conventional long term mortgages once faced the sane problem, but became

generally accepted once federal mortgage insurance was provided.

The proposed home equity conversion mortgage insurance progras would encourage

financial institutions and older homeowners to use this innovative mortgage

concept by extending federal mortgage insurance protection to lenders to protect

them frnm loss in instances where borrowers outlive the equity in their homes.

It would also provide numerous safeguards for elderly borrowers including full

disclosure by lenders, required counseling on the various alternative options

available and potential risks and annual mortgage statesents.

II. PROPOSAL

The proposed progras is identical to the home equity conversion provision

included in B.R. 4 and S. 825, which are now under consideration by the

Rouse/Senate Banking Conference Committee. It would establish an insurance

demonstration under the Federal Rousing Adsinistration (FBA) which would be

authorized to insure up to 2,500 hose equity conversion mortgages through

September 30, 1991 on homes that do not exceed MID's Section 203(b)(2) mortgage

.limits. Insurance coverage would be limited $67,500 in most areas and

550,000 in designated high-cost areas.

The proposal would protect participating elderly 'oaeowners from being forced

to leave their homes by provisions which would defer their repayment obligation

until either after their death or the voluntary sale of their home. Potential

borrowers under the program would be provided informs , u on possible

alternative options to hose equity conversion, including otha. housing, social

service, health and financial options. Full disclosure of all financial

implications of mortgage transactions woad also be required, including any

tax consequences, any adverse consequences for their estate or heirs, and

possibilities for assistance or relief from federal, state or local programs.
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III. PROGRAM COST

The proposal would be largely self-financing. The cost to the federal
government would be confined principally to program administration. Possible
insurance losses would be paid from a risk pool funding from premiums paid by
participating elderly homeowners.
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PART IV. FEDERAL MORTGAGE INSURANCE INITIATIVES

MUTUAL BENS /IS MORTGAGE INSURANCE DEMONSTRATION PROGRAM

I. PURPOSE

The program provides federal mortgage insurance for purchases by
low-income homebuyers of qualified single-family dwellings of frail
elderly owners under terms negotiated to be mutually beneficial in meeting
the initial financial obligitions of hosermnership for the younger hose-
buyer and the long-term housing and health care needs of the elderly
owner.

Mutual Benefit Mortgages (MBMs) would be negotiated between an owner
and buyer, with the advice and assistance of an approved local public
agency or non-profit organization, to permit a beneficial structuring
of the principal financial asset of the elderly owner in a manner best
suited to meet future housing, health and service needs. Since most
homeowner.; assisted under the program would have uultiple functional
disabilities, the negotiated procedure offers protection from fraud or
loss of equity in the sale of Mir Mace, particularly in cases where
the owner has diminished capacity or lacks assistance from family. At
the same time, Min permit a structuring of payments intended to agent
younger homebuyers by providing lower payments in the initial years of
a mortgage when anticipated income is lcwer, or when additional income
is needed to make repairs to the property at the time of occupancy.
Since, insured mortgages would be owner/financed, both parties to the
transaction would benefit from the elimination of financing fees, interest
points, legal fees and other potential costs of traditional financing
arrangements.

HUD would be authorized under the program to provide assistance to
low-income homebuyers whore it is determined that total homeownership
costs are excessive. Assistance could be provided under one of two options,
either a) through the current Section 235 homeownership assistance program.
or b) under a special fund established by HUD for the pirpose of the
demonstration to provide supplemental assistance when necessary payments
exceed 40 percent of the homebuyert income. HUD would also be authorized
to advance payments to the elderly owner if, during the active term of
the mortgage, the owner should require additional income to meet increaa
service or health care needs. Assistance provided to younger homebuyers
would be funded by the Treasury, while payments advanced to elderly owners
would be recovered in later payments or upon disposition of the property
at the death of the owner or refinancing of the mortgage.

While offering elderly owners the ability to structure mortgage payments
to meet their future income needs, with the optional benefit of accelerated
payments from HUD clould their needs increase, the program provides the
elderly owner/seller with a federal guarantee that mortgage payments
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will be made and any unsued equity from the sale of their h.- iculd
be available to their heirs after their death. The arrangements offers
the government a means of assisting in structuring the assets of frail
elderly persons in a manner best suited to meet long-term care needs,
thus avoiding a quick "spend-down" or transfer of assets to qualify for
federal assistance. The program is intended to permit the federal
government to assist both homeownership among low-income families and
extended care among the elderly at a fraction of the cost of available
assistance programs. The proposal offers the additional benefit to federal
Policy of encouraging the mos': efficient use of the stock of existing
housing.

II. PROPOSAL

A. Mortgage Insurance Authority

I. HUD would be authorized to insure mortgages executed by local
Public agencies or non-profit organizations on behalf of
qualified elderly homeowners selling a personal residence
to eligible low- and moderate-income homebuyers.

2. Mortgages insured under the program would be held jointly
by HUD slid the owner, as co-mortgagees, with financing provided
by the caner.

3. Mortgages insured under the program may not involve a principal
obligation tti'exCeas of the maximum dollar amount established
for single-family dwellings under Sec. 203(b)(2) of the
National Housing Act.

4. The local agency or non-profit organization ucvld structure
the rnrtgage and process applications for mortgage insurance
and homeownership assistance under guidelines established
in regulation by HUD.

a. Eligible local agencies would include housing authorities.
offices on aging. social services evencies or other
agencies designated for purposes of the program.

b. Eligible non-profit organizations would include
qualified low-income housing or elderly advocacy
organizations, sponsors of HUD-assisted elderly housing
facilities or other organizations with experience
providing housing-related assistance to elderly or
low-income persons or with HUD mortgage insurance
progress.

5. The agency or non-profit organization would act as the agent
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of the elder?: homeowner/seller in negotiating the terms
of a mortgage to assure protection of the owner's financial
interests, but would also--

a. Seek to promote the interests of the homelst,er in obtaining
the most beneficial terms possible under the mortgage;

b. Counsel both the owner and the buyer of the financial,
tax and other implications involved in the mortgage trans-
action, as well es the possible benefits and disadvantages
of various options and arrangements.

6. The agency or non-profit organisation would remain responsible
for monitoring the mortgage agreement, would be responsible
for disposition of the property in the event of a default
and, under certain circumst.Inces, may retain responsibility
for collecting and transferring payment under the mortgage.

7. Where a prc2erty is in deteriorated condition and requires
rehabilitation to meet established standards, the Secretary
would also be authorized to insure mortgages executed by
the public agency or non-profit organizat,on, with terms
structured by agreement with the el;erlY aomeowner,where

the agency or organizations intends co make needed repairs
to the property and then resale it to a qualified low-income
homebuyer (a process similar to that current nrovided in
the Sec. 235 program, in Sec. 235(3)1.

a. The terms provided t, ;ualified nomebuyer would be
structured similarly to the original terms negotiated
with the elderly owner.

b. Any additional payments to be paid by the nomebuyer to
cover the cost of repair to the property would be incorpor-
ated in the mortgage payment and paid to the agency or
non-profit organization, which. In turn, would make payment
to the original owner in compliance with the terms of
the mortgage.

B. Eligible Properties

1. Mortgages insured under the program must be secured by properties
which are either single-family dwellings or condominium units
with an appraised sales price not exceeding 90 per cent of
the median sales price for existir housing in the area,
as determined by HUD.

2. Properties must meet standards established by HUD, or must
be capable of meeting such standards at reasonable cost to
qualified homebuyers.
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3. Properties must be owned outright by the owner, or have minimal
outstanding liens that can be satisfied with the dwnpayment.
HUD would be authorized to wake payments to satisfy such liens
where the Se:retary:

a. Waives the requirement of a downpayaent 'ay the buyer;

b. Determines that the amount of outstanding debt, after applic-
ation of the aownpayment, is minimal;

c. Determines that the elderly homeowner requires the income
from the downpayaent to pr.: for immediate housing or health-
related expenses.

Payments advanced by HUD to pay outatandimg debt on a property
would be recovered either by reduction in mortgage payments
to the owner or upon later disposition of the property.

4. Owners of properties to be converyed with mortgages insured
under the program must:

a. Be at least 62 years of age;

b. Have been determined to be functionally unable to perform
one or more basic activities of daily living (as determined
under guidelines established for the CHSP program).

c. Require placement in a more supportive residetial environment
(to include congregate housing facilities, assisted living
or supportive group living arrangements, and extended care
facilities (but not skilled nursing facilities)).

5. Priority among elderly property owners who apply for assistance
under the program could be given to properties owned by persons:

a. At high risk of institutionalization, but not receiving
adequate supportive -,rvices in the home;

b. Who are without a spouse or immediate family to offer direct
support or to help arrange personal and financial affairs;

c. Who have multiple functional disabilities and are over
75 years of age.

D. Eligible Homebuyers

1. Individuals Dr families qurAlified to purchase homes with mortgages
assi^ted under the program must have incomes below 120 percent
of ax e, median inci.me and are determined by HUD t., be an acceptable
risk for mortgage insurance purposes.
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2. Priority among eligible homebuyers would be given to individuals
or families who are involuntarily displaced from rental units
due to conversions, who are first-time homebuyers, or who have
not owned a home in three years.

E. Terms of Sale

1. Total payment due under the mortgage contract (the "amortized
rate") would be the amortized value of the principal obligation
over a 30-year term at a rate of interest determined by HUD
to adequately reflect the mortgage market.

2. Actual payments under the mortgage would be negotiated between
the property owner and the buyer, with adjustment either higher
or lower than the amortized rate to meet the needs of the owner,
the buyer, or both parties.

a. Payments above the amortized rate. either initially at
a later time or throughout the mortgage term, would be
permitted where HUD determines:

1). The elderly owner requires higher income than provided
at the amortized rate;

2). The buyer is capable of paying higher payments:

3). Additional payments would be reflected in a reduced
term, lower subsequent payments or contributions to
equity.

b. Payments below the amortized rate, either in th,s initially
period of the mortgage or with a graduatedd schedule over
a longer period, could be provided to accommodate the sower
initial income of younger buyers or to Jccommodate the
need to make immediate repairs to the property.

3. Participatir3 public agencies and non-profit organizations
would assist owners and buyers in structuring payment terms
that will provide the greatest possible benefit to both the
owner and the buyer, while seeking to protect the interests
of both parties.

4. The Secretary may require downpayments as part of the terms
of sale of insured properties, which would not exceed 5 percent
of the purchase price, but may waive th:= requireuent, with
the agreement of the owner, when the income a potential
homebuyer is below 80 per,:mt of median income, yr where the
property requires immediate and extensive repairs.
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5. The mortgage may include a five-year ban on resale or refinancing
of a property converyed with an insured mortgage without the
consent of the owner/seller.

6. The mortgage would he assumable upon resale by enother qualified
homebuyer.

7. If the property is sold or refinanced at any time in which
the unpaid balance of any payments below the amortized rate
remain outstanding, the amount of deferred payments, plus any
interest (so-called negative amortization) would be added to
the principal amount due on the property to the owner /seller.

G. mortgage Processing and Closing Costs

1. The cost to local agencies and non-profit organizations of
administering the program, and any costs associated with mortgage
preparation and processing, shall be reimbursed by HUD, under
guidelines published in regulation, in an amount not exceeding
60 percent of total costs incurred by such agency or organization.

2. Closing costs attributed to the Lefler (including assessment
fees, inspections, possible realty feea, etc.) would be paid
from the downpayment or other funds of the owner, or may be
paid by HUD and recovered in later payments or upon disposition
of the property.

1. Closing costs attributed to the buyer (including taxes, title
fees, insurance, property inspections, etc.) >ould be ppid
by the buyer. Participating local agencies or non-profi.:
organizations could provide assistance in meeting such costs.

H. Assistance to Homebuyers

1. HUD would be authorised to pr:,wide assistance to qualified
homebuyers under the program where the Secretary determines
that payments under the amortized rate, or under any lower
negotiated payment schedule, are excessive for the potential
hamebuyer.

2. Assistance provided by HUD could be made available under one
of two possible options:

a. The current Section 235 homeownership assistance program
[Sec. 2?5 provides direct payments to holders of mortgages
on behalf of qualified homebuyers in an amount not exceeding
the 1 f either a) the balance of tc el monthly homeowner-
ship costs (principal, interest, insurance, taxes, mortgage
insurance premium) after substruction 20 percent of
homebuyer's monthly income, or b) the difference between
payments due under the mortgage and en alternative payment
where the mortgage is calculated at an interest rate of
one percent.]
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b. A special hoaeownership assistance fund created for the
purposes of the demonstration program. under which:

1). Assistance would be provided when total homeownership
costs (principal. interest, taxes, insurance, mortgage
insurance premium) excsed 40 percent of the buyer's
income.

2). Assistance would consist of supplemental payments
to the elderly owner/seller on behalf of the hosebuyer
up to the amount of thi payment due under the mortgage
after application of 40 percent of the homebuyer's
monthly income.

3). Assistance would be provided for 5 years and, with
HUD's approval, could be renewed for an additional
5 years.

I Advance Payments to Elderly Owners

1. If after the sale of a property, the elderly owner should require
additional income above the amount provided in monthly payments
under the mortgage to pay for increased care or service costs,
HUD would be authorised to advance payments to the owner for
such purpose.

2. The Secretary shall determine the level of additional payments
to be made to the owner necessary to meet regular costs of
care or Jrvices, or to meet any emergency needs of the owner.

3. Any payments advanced to the owner would be recovered by HUD
tither in later payments on the mortgage once the balance due
the owner is exceeded, or upon disposition of the property
upon resale or refinancing.

J. Mortgage Payments to Elderly Owners

1. The portion of all payments received by Elderly owners that
represents interest on the mortgage (and that portion or any
additional payments advanced by HUD representing interest)
would be considered income to the owner and would be taxable
under appropriate previsions of the IRS Code.

2. The owner's remaining equity in the home, represented by future
payments on the mortgage debt, would not bo.; counted as an
asset for purposes of determining eligibility for assistance
under HUD progress and, to the extent provided in agreements
with other federal agencies, for eligibility for assistance
under other federal programs.
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3. The amount of any payment negotiated under an insured mortgage
could net be reduced below the amortized rate to a level that
would qualify the owner, through such reduction in potential
income from the sale, for benefits under Medicaid. SSI or
a state income assistance program.

K. Property Disposition

1. In the event of ti.s death of the elderly homeowner. HUD would
be authorized to:

a. Continue to hold the mortgage and to permit payments under
the mortgage to continue to be made to the owner's heirs.

b. To sell the mortgage, with continued payments being made
to the owner's heirs.

c. To permit the buyer to refinance the mortgage, with the
outstanding balance, after adjustment, paid to the owner's
heirs.

2. HUD would be authorized to recover any funds advanced to the
elderly owner, or paid on behalf of the owner et the time
of the sale of the property, before any continued monthly
payments, or a lump-sum settlement of the mortgaga, would
be paid to the owner's heirs.

3. If the owner designates no heirs, or no heirs can be identified,
then HUD, as co-mortgagee, would be entitled to continue receiving
payment under the mortgage.

L. Program Implementation

1. The program is intended as a three-year demonstration of:

a. The potential benefits for both buyer and seller of mutual
benefit mortgage arrangements.

b. The potential savings possible under mutual benefit mortgage
arrangements in comparison to assistance provided in other
forms to low-income homebuyers and physically-impaired
elderl persons.

2. The HUD Secretary would be authorized to insure up to 1000
mutual benefit mo.-tgages under the program in any fiscal year.

3. The Secretary would have discretion as to the manner in which
assistance would be made available under the demonstration,
providing such assistance either:
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a. Through agencies and non-profit organizations located
in metropolitan areas throughout the nation selected by
HUD on the basis of competitive application.

b. Through agencies and non-profit organizations located
broadly throughout tot less than five states selected
by HUD as appropriate for the purposes of the program.

4. HUD would be required to publish proposed regulations for
the program within six months after the date of enactment.
Final rules would be published within nine months of enactment.

5. HUD would be required to submit to Congress, at the beginning
of the fiscal year following the date of enactment, a report
describing the actions undertaken by the Department to establish
the demonstration program, the rationale for the method selected
to provide assistance under the program, and all actions
to be undertaken to provide public notice of the availability
of assistance under the program.

6. HUD would be required to submit annual reports during the
demonstration period providing information regarding:

a. The number and types of mortgage arrangements Insureds

b. The amount of homeownership assistance neovided;

c. Assessments of the savings realised by both elderly owners
and low-income homebuyers under mutual benefit co?tgage
arrangements.

d. Estimates of the benefit of mutual benefit mortgage
arrangements in promoting homeownership among younger
low-income families; and

e. Assessment of potential long-term savings to federal
assaitance programa for the elderly.

7. Upon the conclusion of the demonstration, HUD would be required
to continue monitoring mortgage agreements .,nJer the program
and to provide periodic reports to Congress.

III. Summary of Program Costs

The principal costa to the federal government under the proposed
,itsonstration program can be summarised as follows:

A. Homeownerhip assistance provided to qualified homebuyers (in amounts
intended to make up the difference between 40 percent of the home-
buyer's l!tcome and the negotiated psyment on the mortgage).
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B. Payments advanced to Elderly owners in need of additional income
above the amount provided in payments under the wortgage from
future payments under the nortgage (this would involve the cost
of carrying any advance payments made, or any feo payments made
at the time cf the loan closing, until they are recovered in later
payments on the mortgage or upon disposition of the property).

C. Reimbursement of eligible administrative expenses of participating
local agencies and non-profit organizations (up to 60 percent
of such costs).

D. Administrative costs associated 'h issuance of federal mortgage
insurance (not offset by mortgage Insurance premiums) and with
general program administration al. oversight.
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PART V. RENTAL HOUSING VOUCHER PROGRAM CHANGES

I. PURPOSE

The proposal would expand and restructure the current HUD rental housing
voucher program to improve allocation of rental subsidy assistance to qualified

elderly renters and to assist the elderly in using such assistance to obtain
housing that is both adequate and appropriate to their needs. The proposal is

intended to address the principal concerns of advocates for the elderly that

the current rental voucher Program is oriented principally toward younger

households, that it provides little incentive *o expand the stock of affordable

rental housing or to make needed improvements in existing units, and that it

offers little help to elder, less mobile persons in finding housi-g that is
both more affordable and more suitable to their needs.

Major changes in the current rental voucher program would include a

doubling of th* number of "free standing" vouchers available to assist low-

income renters each year, a specific set-aside of assistance for elderly

persons and joint administration and eloation of '.oucher assistance set-aside
for elderly households by public housial agencies end Area Agencies on Aging.

II. PROPOSALS

A. The proposal authorizes an expanded housing voucher assistance

program that would provide at least 100,000 new uncommitted, or

"free standing" rental housing vouchers annually to qualified low-

income households.

1. The authorization would not include vouchers allocated by the

HUD Secretary for special purposes, including displacement

assistance, subsidy replacement, demonstration programs and

ether uses established by Congress or the Secretary.

2. Rental vouchers provided under the program would have a term of
five years and could be renewed upon application to HUD.

3. Rental voucher payments would be adjusted annually to reflect
increases in general rental costs.

B. Of the total amount of new uncommitted rental vouchers authorized in
any fiscal yoar, not less than 40 percent would be reserved for

assistance to elderly individuals or to households headed by persons

over age 62 (This is approximately the level of rental assistance

currently received by elderly persons and households under current

HUD progress].

1. The set-aside of rental vouchers for elderly households would

apply to regional and local allocations of vouchers as well as

to the n...ional program (although the Secretary yould have
limited

46

94



81

authority to adjust allocations among areas with unusually high
or low concentrations of eligible elderly households).

2. Regional and local allocation of vouchers, including the amounts
set aside for elderly assistance, would not include project-
based vouchers allocated directly by OD to individual housing
facilities as part of special project development programs or
demonstration pt-grams, or for replacement of expiring rental
subsidy contracts.

C. The rental vouchers set aside to $!iSt elderly households in each
locality would be jointly administered by public housing agencies
and Area Agencies on Aging, of where such agencies do not exist by
equivalent local agencies desiw.tated for this purpose.

1. Public housing agencies would continue to exercise general
responsibility locally for the administration of housing voucher
programs and for processing all documentation with 1UD.

2. With regard to vouchers set aside to assist the elderly,

however, public housing agencies would cooperute with area

agencies in providing information, placeent and other

assistance necessary to assure that elderly persons receive
appropriate housing assistance under the program. Specific
areas of responsibility retained by public housing agencies in
this regard would include:

a.

b.

c.

Maintaining a list of available low-rent housing suitable
for occupancy by older persons, with information indicating
any special features or mailable services appropriate for

older persons.

Providing inspections of available rental properties and
periodic inspections of properties occupied by assisted

tenants to atsure program cool: nce by property owners.

Processing applications for assistance (or renewals) and all
other required documentation with BUD area offices.

3. Area Agencies on Aging would assist in the administration of
rental voucher assistance reserved for elderly households
through the following activities:

a. Prodding initial interviews with elderly persons applying
for assistance, assisting in tue preparation of applications
for assistance, submission of necessary income verification
information and providing general counseling to potential

applicants regarding housing assistance and related services
available within the area.

b. Providing a sssss Rents of the physical capaLilities of

elderly applicants and any required structural or supportive
service requirements.
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c. Recommending placement of elderly applicants in the most
suitable units available to accommodate special housing or
service requirements.

d. Maintaining waiting list of eligible elderly applicants
organized by housing heed and priority (as permitted by HUD)
to assure timely and proper placement when vacancies occur.

4. Staff of local Area agencies would exercise such
responsibilities as consultants to the local public housing
agencies and as representatives of elderly clients applying for
assistance. While public housing authorities retain local
authority for overall administration of the program, they would
be obligated, to the extent possible, to accept recommendations
of area agency staff in matters relating to priorities for
assistance, housing placement, servics requiryments and other
recommendations relating to elderly applicants.

5. Activities undertaken by area agencies involving voucher
assistance would be part of broader agency programs providing
housing information and assistance to older persons in the
community.

a. Procedures for authorizing area agencies to provide services
under the program, and to receive reimbursement for such
services, would be established in regulation by the
Secretary in consultation with the Secretary of MSS.

b. The Secretary would provide for treling and technical
assistance in HUD programs and procedures for participating
Area Agency staff.

6. The Secretary would establish in regulation a meth.,d of dividing
fee payments for the administration of voucher assistance for
elderly households between the two participating agencies.

D. The rental voucher program would continue to give priority for
assistance to persons with incomes below 50 percent of area median
izoomt.. lic;luver, in allocating assistance set aside for elderly
households within this priority, additional priority would be given
to persons witL multiple functional disabilities that inhibit
performance of daily activities and to persons who live alone with
limited assistance or support of family or friends.

E. Housing considered appropriate for elderly persons assisted under
the program would be units determined to be safe and well maintained
and which provide appropriate access and security for older persons.

1. Such units would include single-family o. flings or separate
parts of single-family dwellings, multi-unit rental facilities,
group housing or shared housing arrangements, single room
occupancy hotels and other units considered appropriate by
public housing agencies.
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2. Eligible units would include units in federally-assisted housing
projects not subject to rent assistance contracts (e.g., Section
231, 221(d) projects, etc.) or unassisted units in projects
receiving limited assistance under rent subsidy contracts (e.g.,
Sec. 236 projects).

III. PROGRAM COSTS

Estimated costs of provio,ng an expanded rental housing voucher program
of 100,000 vouchers annually would be approximately twice the cost of HUD's
current program providing approximately 50,000 vouchers in the current fiscal
year.

The average amount of assistance provided with each voucher has been
estimated for the current fiscal year as $4,100 per year ($20,500 over the five-
year contract period). Current year costs of providing 50,000 vouchers for the
five-year contract period amount to $1.025 billion. At current year estimates,
the proposed 100,000 voucher program would cost approximately $410 million per
year, or $2.050 billion for the five-year contract period.

Administrative fees paid to public housing agencies and, under the
proposal to Area Agencies on Aging, would also be twice the $25 million
appropriated annually for administration of the voucher program, cr roughly $50
million each year ($250 million during the five-year contract period).
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PART VI. REFORM OF THE SECTION 202 HOUSING PROGRAM

I. PURPOSE

The Section 202 housing program for the elderly and handicapped has been

the federal government's most successful housing initiative. It has provided

approximately 350,000 units of decent and affordable housing for low- income

elderly and handicapped persons in more than 3000 projects located in all

parts of the country. The program has experienced only one default in the
nearly thirty years since in inception in 1959 and has few projects in

serious financial difficulty.

As the federal government's only remaining major housing construction

program, the Section 202 program has come under increasing criticism as being
too costly in its provision of both construction financing and costly rental
subsidies. Federal cost containment requirements have made the housing

provided under the program increasingly unattractive to potential residents

and federal regulation has made projects burdensome to administer. The need

for basic changes in this important housing program is generally recognized.

As currently structured, the Section 202 program involves a costly and

duplicative financing mechanism through which HUD extends to project sponsors

a conventional, amortized loan for the full development cost of a project,

tLen pays off the full principal and interest payments with Section 8

subsidies. Ir essence, HUD is both making the loan for a project and paying

itself back. this redundant payment scheme absorbs a significant amount of

budget authorit7 in HUD's budget in the year it aatborizes a project and then

requires unnecessarily high annual expenditures (and Treasury Lorrowing) to

provide Section 8 subsidies over twenty years.

HUD has never attempted to address this financing problem directly.

Instead, it has sought to cut costs for the Section 202 program by such means

as reducing the size of units and the quality of project construction,

manipulating rent schedules and annual rent increases, underfunding project

operations and reserves and attempting to sell project mortgages. Whilc

reducing costs slightly, these actions have undermined the financial

viability of many projects, reduced resident satisfaction and threatened the

long-term availability of valuable housing assets for low-income elderly and

handicapped households.

The proposal would continue to provide eligible housing sponsors with

development financing in the form of direct HUD loans, but under

significantly altered terms. Payment on the loan would be deferred for

twenty years, after which it would either be repayable with interest to the

government or forgiven over an additional twenty-year period in which the

sponsor agrees to continue serving low-income elderly and handicapped

persons. There would no longer be need for the sizeable Section 8 payments,

since rental charges would not reflect the major cost of debt financing
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(which is often as much as 75 percent of Section 8 payments made to Section

202 projects). Instead, 110 would provide :rating deficit payments, where

necessary, to cover the difference between rent payments (which would

continue to be 30 percent of income) and a significantly reduced unit rent

based on project operating costs. This would represent a substantial savings

annually from what would otherwise have been required to pay Section 8

subsidies over twenty years.

The reform proposal is also designed to address the design and operating

problems that have plagued Section 202 projects in recent years, encouraging

more innovation in design and services, as cell as providing increased

manageeent flexibility. It also proposes to reduce federal expenditures by

encouraging cost-reduction activities and greater cost sharing by state and

local agencies and charitable organizations., by providing increased emphasis

on housing rehabilitation and by encouraging greater financial involvement by

potential project sponsors.

The proposal continues the current orientation of the Section 202 program

of providing housing for elderly persons who are capable of living

independently and of assisting only non-profit housing sponsors. It also

continues the current priority of serving principally very-low-income elderly
and handicapped persons.

II. PROPOSALS
A, Project Financina

1. The BUJ Secretary would bs authorized to enter into contracts

with qualified non-profit housing sponsors to provide

construction financing assistance in the form of deferred-payment

loans fir approved project development costs. Such costs would

not included funding for costs attributed to other financing

sources in the project application (see below, Project

Selection).

2. Loans for project financing would be for a term of 20 years,

during which no payment would be required of the housing sponsor.

3. At the expiration of the 20-year term, the Secretary would be

authorized to forgive I/20th of the outstanding balance of the

loan for every year in which the sponsor agrees to maintain the

project for use by low-income elderly and handicapped persons and

to continue .other contract agreements required by the Secretary.

The debt woad be forgiven in its entirety at the end c! 40

years.

4. If after the expiration of the 20-year term of the loan a sponsor

chooses to repay the loan and convert the project to other us,

other than rental housing for low-income elderly and handicapped

persons, the sponsor would be required to pay to BUD an amount

equal to the full amortized value of the outstanding balance of

the loan, plu: "negative" amortization on interest on deferred

debt payments.
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B. Operating Budget and Unit Rents

1. The Secretary would be required to approve an initial annual
operating budget for each project assisted under the program.

2. The annual operating budget would incorporate all "necessary and
reasonable" costs of operating and maintain a project, including
contributions to operating and replacement reserves.

3. Unit rents would be established for each project on the basis of
a proportional distribution of annual operating costs among all
units. Adjustments would be made, as currently, for larger units
or for any unit:. having special service features.

4. Urit rents would be adjusted annually to reflect the most recent
data available on rents and operating costs in the market area.
In approving rent increases, the Secretary would also consider
the level of increase generally anticipated in the incomes of
qualified elderly residents.

C. Tenant Rent Payments and Excess Revenue

1. Eligible residents of a project would continue to pay 30 percent
of adjusted income for rent as currently required.

2. Rent payments by tenants that exceed the unit rent (as determined
on a per unit allocation of the operating budget) would be
retained by the project sponsor for the purpose of:

a. Offsetting deficits elsewhere in the project (other unit

rents, vacancies, unanticipated costs, etc.), or

b. Funding additional operations or replacement reserves as

permitted by the Secretary.

3. In projects where total rent payments consistently exceed the
project's operating budget, particularly as a result of cost-
efficient management, the Secretary could waive the 30 percent
income-to-rent requirement for tenant rent payments to permit
lower rent payments by residents of the project.

D. Operating Deficit assistance

1. The Secretary would be authorized to enter into contracts with
project sponsors to provide operating deficit payments to

projects in which total rent payments are insufficient to meet
annual operating costs, and the resulting deficit is not made up
by other sources of revenue (see below, Project Selectidn).

a. The amount of operating deficit assistance would be

determined by the Secretary and would be attributable, on a
per unit basis, to units occupied by tenants income incomes
below 50 percent of area median income.
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b. The Secretary would have the option of providing additional
operating deficit assistance for units occupied by persons
with incomes between 50 percent and 80 percent o: tedian

income for projects in areas determined by the Secretary to
be high cost areas or which have very low area median income,
or where warranted by overall project finances.

c. The total amount of deficit assistance provided could not
exceed the anticipated operating deficit for the year.

d. Operating deficit payment contracts would be renewed annually
and may consist, at the Secretary's discretion, of payments
made either on an annual, periodic or monthly basis.

2. For projects experiencing minimal operating deficits, the
Secretary may, in lieu of providing subsidy payments, permit
admission to the project of elderly or handicapped persons with
incomes between 80 percent and 110 percent of median income
capable of paying market rate rents established by ths Secretary.

a. Eligible residents must be determined to required the
services or amenities provided in the project to maintain an
independent life-style.

b. Admission of tenants in tbis income category could not exceed
10 percent of the total units in a project.

E. Tenant Eligibility and Admission

1. Eligible residents of an assisted project must have adjusted
incomes below 80 percent of area median income, except where
otherwise permitted by the Secretary (see above Sec. D (2)).

2. Not less than 70 percent of the total number of units in a
project would be occupied by persons with incomes below 50
percent of area median income.

3. The Secretary would be required to encourage admission of a
larger proportion of very-low-income residents by making
available sufficient operating deficit assistance to cover all
units occupied by such residents, up to 100 percent of the total
units in a project.

4. Additional priority in admission of income-eligible elderly and
handicapped persons would be provided to:

a. Persons with multiple functional disabilities who require the
=vices available in the facility to maintain an independent
living style; or

b. Persons living alone with little or no public assistance or
informal support from family or friends.
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F. Protect Size and Design

1. Application for assistance would be made by eligible sponsors for
a specific number of units considered appropriate to accommodate
the potential resident population identified in a market survey
(but not more than the total units assigned under the program for
the market area). Distinctions would be made in an application
between single-occupancy and double-occupancy units (instead of
the current designation among efficiency, one-bedroom and two -
bedroom units).

2. IUD would establish an overall size limitation for a selected
project based on the approved number of single-occupancy and
double-occupancy units, plus common space amounting to 10 percent
of the total proposed floor space of a project.

3. IUD would also establish overall cost limitations for the project
based upon per unit construction or rehabilitation costs for the
area attributable to single-occupancy and double-occupancy units
and multiplied by the total number cf approved units.

4. Within the broad size and cost limitations established by HUD,
the project sponsor would have flexibility to adjust the style or
size of units included in the project as determined desirable to
potential residents in a market survey, except ttat all units
approved double occupancy must be one-bedroom units. If

determined to improve marketability, the sponsor could provide
increased numbers of efficiency units, one-bedroom units or

intermediate-size units. Additional common space above the 10

percent level could also be provided by reducing the size of all
or some units or, alternatively, a sponsor could seek to enlarge
all or soma units by reducing common space.

5. The Secretary would encourage innovative and attractive design

and allocation of space, except that such design must incorporate
special construction design and service features required by the

Secretary as necessary to meet the needs of tho elderly and
handicapped and must not incorporate elaborate or extravagant
design features or materials.

6. The Secretary would also be required to encourage construction or
rehabilitation in accordance with life-cycle, cost-effective

energy conservation performance standards established by the

Secretary to ensure the lowest total development and operating
costs over the estimated life of the facility.

G. Project Cost Limitations

1. In estimating unit cost limitations to determine overall cost
limits for a project to be developed under the program, the
Secretary would take into consideration:

a. The special design, construction and operating features

required to be incorporated in housing for elderly and

handicapped tenants.
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b. A reasonable estimate of the necessary costs of designing,
developing and maintaining a project in the market area.

c. The cost of meeting energy conservation performance standards
required by the Secretary.

2. Unit cost limitations established for projects serving elderly
and handicapped households would be distinct from unit cost
determinations applicable to other types of housing assisted by
HUD.

3. The Secretary would be required to adjust unit cost limitations
established for the program not less than annually, to reflect
changes in the general level of construction costs as measured by
a recognized national index of construction costs (Boeckh's
index, Dodge Construction index, etc.] selected by the Secretary
for this purpose, or by a broad index of national construction
costs established by the Secretary for this purpose.

H. Project Selection

1. In selecting from among eligible project applications, the
Secretary would give priority to project proposals incorporating
one or more of the following cost-containment features.

a. Proposals to provide housing through rehabilitatioa of
existing structures where the Secretary determines that
program standards can be achieved through rehabilitation at
1c7er cost than new construction.

b. Proposals that eliminate or significantly reduce the cost of
land acquisition for a project either by means of donations
of land, purchases at substantially below market value, or by
long-term lease either from a public agency or from private
owners under "incentive" zoning arrangements required by
public agencies.

1). Any land provided or obtained must be deeded outright to
the project sponsor, or in the case of a public agency,
may be leased at no cost or minimal cost to the sponsor
for a term of not lass than 40 years.

2). Land made available under incentive zoning arrangements,
under which developers convey use of a property for low-
income housing, must be leased to the sponsor at no cost
for a term of not less than 50 years.

c. Proposals to provide a rental subsidy fund, with financing
provided either by the sponsor, state or local programs or
other charitable sources, or a combination of such sources,
to assist rent payments (up 'n the unit rents) of low income
residents in a project. Subsidy commitments would be for a
minimum proportion of units and for a duration which the
Secretary would establish in regulation.
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d. Proposals that provide grants or other assistance to the
sponsor from public agencies, foundations or other charitable
sources to fund project development costs (including project
planning, design, site prepatation, legal fees, etc.) which
the Secretary determines are sufficient to reduce federal
long term financing and deficit subsidy costs for the
project.

e. Proposals involving commitment of funds and services by the
sponsor, other charitable sources or public programs to
provide a program of services within the project for the
benefit of low-income residents.

1) Services provided must be in addition to those required
to be incorporated in the structure and routine operation
of the project.

2) Services say include transportation, recreation,
housekeeping, meals, personal care or other services that
may be required by residents either on a temporary or a
continuing basis.

3) Commitments of funding and in-kind services must be
sufficient to meet minimal requirements for such services
(both in terms of amount and duration) established by the
Secretary.

2. All applications for assistance could have to incorporate at
least one cost-reduction feature in the project proposal to
be considered for assistance under the program. Highest
priority would be given to project proposals incorporating
more than one cost-reduction feature.

3. Cost reduction priorities would not replace existing
priorities for the Section 202 program established by
Congress or the Secretary.

4. The Secretary could waive the requirement of incorporating
cost-containment features in areas with significant demand
for low-cost rental housing, which have been underserved by
the Section 202 program in the past or which the Secretary
determines to have limited public or charitable sources of
assistance.

III. PROGRAM SIZE AND COST

The program envisioned by the proposal would be approximately the same
size as the current Section 202 program in terms of providing 12,000 units o!
specially designed housing for relatively independent low-incoae elderly and
handicapped persons.
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Given the cost-reduction and cost-sharing incentives in the proposal, it

is likely that annual budget authority for the program would be considerably

below the $592,661,000 provided for Section 202 in current year

appropriations. A conservative estimate of the potential savings in long-

term construction financing under the proposal would be from 15 percent-20

percent of current budget authority, amounting to between $90 million -$120

million annually. The actual level of program savings, however, would depend

upon decisions to be made by potential project sponsors and the general

availability of non-federal resources.

Considerable savings would also be realized in the change from Section 8

subsidies. to deficit assistance payments. Deficit assistance payments would
apply only to units occupied by residents with very-low incomes (except where
otherwise permitted by HD) and would only cover the difference between what

the tenant pays (30 percent of income) and an operating unit rent, which in

many instances would be 25-30 percent of the level of rents subsidized with

Section 8 payments.

Deficit assistance payments could reduce per unit subsidy costs from the

current aver Section 8 payment in Section 202 projects of $556.50 per

month ($6,6.. per year) to as little as $100-$150 per month ($1,200-$1,800
per year) for very low income tenants, with payments declining substantially
as resident adjusted income exceeds $5,000 a year.

On this basis, it is possible to project expenditures for subsidy

assistance as approximately $16 million per year for the entire program, and

$320 million during the twenty-year contract period. This represents a

substantial reduction in cost from the $80 million in Section 8 subsidies

provided each year under current Section 202 contracts, which amounts to $1.6
billion in total expenditure over the tweey-year contract period.

The proposal is des.gned to produce overall savings under the Section 202

program of approximately $1 billion in combined financing and iental subsidy

assistance over the twenty-year contract term of the program. This level of

projected savings assumes that the Treasury will absorb a large portion of

the construction financing provided under the program to projects which

maintain the low-income character of the project for the full 40-year

period. The proposal has the additional benefit of providing relatively low

subsidy assistance payments that would be less costly to continue after the

expiration of the twenty-year initial contract period than the sizeable cost

that will be required to replace Section 8 contracts under the current
Section 202 program that will begin to expire in the mid-1990s.
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PART VII. EXPIRING SECTION 8 SUBSIDY CONTRACTS IN NON-PROFIT HOUSING

FACILITIES FOR THE ELDERLY AND HANDICAPPED

I. PURPOSE

To provide for the renews). of expiring Section 8 rental assistance
contracts In non-profit sponsored facilities for elderly and handicapped
persons in order to preserve .3uch housing for use by low and moderate
Income residents. The proposal provides differing renewal approaches
for older and newer (post-1974) facilities based on the marked difference
in their subsidy arrangements with HUD. For the former, the approach
is one of minimizing potential cost to the federal government of continuing
assistance while providing additional funding to help upgrade facilities
in need of repair. For newer projects. the proposal attempts to meet
the substantial potential cost of renewing subsidy contracts in a manner
designed to minimize long term federal expenditures and borrowing costs.

II. ISSUES

It is unlikely that Coiegrese will authorize sufficient funding to
extend all expiring Section 8 rent subsidy contracts in their current
form. To do so would be to add significantly to the amount Congress
borr.),01 annually to fund government operations. One alternative would
be to continue the current administration's policy of allowing contracts
to expire, offering five-year housing vouchers where necessary and as
available. The approach is clearly the least costly option for the
Trecaury and may provide sufficient funds. in the short term. for some
older Sec. 236 and Sec. 202 projects where the loan rates are low, where
only a portion of the units were actually subsidized and where "market
rate" renters had been permitted. Howevsr, this approach would be clearly
insdequat4 for newer projects that are hoavily dependent on Section
8 subsidies.

The finagcial and tax incentives proposed in H.R. 4 to encourage
owners of assisted projects to retain units for low-income use clearly
impractical for non - profit sponsors of Sec. 202 elderly projects. The
financial incentives proposed are wholly inadequate to replace the current
rental subsidies, while the tax credits and other tax incentives cannot
be used by non-profits (since syndication of a property is prohibited
under Sec. 202).

Non-profit projects require some fora of continued subsidy to permit
continued operation for low income tenants beyond the 20-year commitment
period. Some projects may require additional assistance (or deferral
of loan repayments) to permit repairs needed to maintain the property
in sound condition.
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III. PROPOSALS

A. Expiring Sec. 8 Contracts in Older Elderly Housing Projects

1. Assistance would apply to expiring Section 8 rental assistance
(conversion) contracts in older Section 202 and Section 236
projects which hold loan contracts or mortgage subsidy contracts
at low interest rates (Sec. 202, 316-3.51s: Sec. 236. subsidized
to 1%). have a limited proportion of renters paying "market"
rents. and have a fixed percentage of units receiving Section
8 rented assistance.

2. With respect to such projects. the Secretary would be required
to provide rental housing vouchers for each unit subsidized
under existing contract agreements.

3. Such vouchers would be assigned to the project, not to individual
tenants, for a term of five years, and would be renewable at
the owners request and continued eligibility of the project
for ten additional years. The vouchers assigned to the project.
and any renewals, would not be included in the rental voucher
allocation set-aside fcr elderly assistance for the market
area in which the project is included (see Housing Voucher
proposals, Pert VI).

4. The Secretary would also be required to provide additional
assistance to qualified projects experiencing long-term operating
deficits that are not corrected with the assistance provided
by rental vouchers, or those in serious need of structural
repair or improvement. Such assistance may be provided through
any of the following actions, or any combinations of actions:

:. Provide operating deficit assistance under Sec. 201 of
1978 Housing and Community Development Act Amendments,
providing operating deficit assistance for "troubled"

'multifamilymultifamily rental project. (Sec. 202 eligibility for
such assistance would be provided in miscellaneous elderly
housing amendments, Part III).

b. Assign additional housing vouchers to the project beyond
those required to replace units under existing contracts.
The Secretary would be authorized to provide such assistance
on an annual basis, for periods of less than five years.

c. Defer all or portion of a project's anhual mortgage
payment, whore project mortgages are held by HUD (principally
Sec. 202 projects).
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d. Permit projects wi",:h units occupied by tenants paying market
rote rents to retain the "excoss revenue' from such rent
payments above the base rent for units (rather than returning
this amount to HUD).

5. To qualify for such assistance. and to remain eligible for such
assistance, project sponsors must agree to saints A the low-
and moderate-income character of the project, continuing to
serve all existing residents and sgreeing to retain the mix
among eligible tenant imam groups that had been provided
in prior contract agr,ements.

B. Expiring Sec. 8 Contracts in Post-1974 See. 202 Project.

1. Assistance would apply to expiring Section 8 rental assistance
contracts for projects approved by the Secretary under the
revised Sec. 202 program (post 1974) in which all Project units
are assisted with Section 8 assistance.

2. With rOpect to such projects, the Secretary would be required.
upon appropriate application by project sponsors, to forgive
debt repayments on the insured mortgage loan for any year in
which a sponsor agrees to maintain the project for use by low-
and moderate- income tenants. The amount to be forgiven
annually would be equal to 1/20 of the outstanding balance
of the mortgioe at the time of application.

3. The Secretary would be further required to contract with such
sponsors to provide, in place of the full Section 8 subsidy
(which covered debt repayment in addition to moat operating
maintenance and reserve costs) an operating subsidy representing
the difference between resident rent payments (306 of income
,as provided in Section 6) and a smaller "operating" rent for
the unit.

a. .0persting rents would be established for each . "At by the
Secretary upon approval of en annual operating budget
submitted by the project.

Tor projects with contracts dated prior to October 1. 1981.
-he Secretary would continue to persit residence by eligible
tenants capable of paying sarket.rents. which would be
established by the Secretary. The amount of operating
deficit payment* provided to the project would be reduced
by any excess revenue from such rant payments above thf
operating ...ant attributable to the units.
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c. Operating budget deficit payments would continue to be
paid for any year in which a project's mortgage debt
payments are forgiven by the Secretary.

4. To qualify for assistance, and to remain eligible for assistance.
a project sponsor must agree to maintain the low- and moderate-
income character of the project by continuing to all
existing residents in the project and to maintain the same
mix among eligible tenant income groups required in prior contract
agreements.

(Note: The proposal would have the Treasury absorb the cost of the
amortized mortgage debt repayment, either initially for the entire debt
or the annual amount for each year a project is eligible, and to provide
a greatly reduced subsidy payment representing a portion of the operating
budget for the project. In technical terms, the cost to the government
would be similar as under Section 6--the cost of debt repayment plus
operations. H . the proposal carries the advantage of reducing
the higher administrative and borrowing costs over time involved with
the much larger Section 6 payments. This would represent even greater
savings should rising interest rates significantly increase the cost
of Treasury borrowing in future years.I

C. Section 202 Operating Assistance Fund

1. The Secretary shall establish a continuing fund to provide
operating deficit payments for eligible Section 202 projects
receiving assistance under Part S.

2. Funding for the Operating Assistance Fund would be provided
from monthly payments on HUD-hold mortgages for all Sec. 202
projects with Section 6 contracts that have not reached their
20-year expiration. The fund would be established with mortgage
payments for the fir..t month of the fiscal year following
enactment of authorising legislation.

3. Amounts contained in the Operating Assistance Fund would be
used only for the following purposes:

a. Payment of operating deficit subsidies for projects with
expired Section 6 assistance contracts, as provided in
Part 6: and

b. Provision of short-term, below-market interest rate loans
for property improvement to project sponsors receiving.
operating subsidies from the Fund, where the Secretary
determines that sufficient excess fumds exist for this
purpose. The Secretary would perscribe in regulation
the terms and conditions for the loans.
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(Note: The purpose of the Operating Assistance Fund is to set aside
funding in advance to provide continuing subsidy assistance for
Sec. 202 projects. This would remove the uncertainty about the availability
of continued subsidy assistance, permit long-term planning and improvement
of projects and encourage most project sponsors to continue serving
lower-income elderly persons for an extended period beyond the expiration
orthe Section 8 contract.

The proposal has the added advantage for housing policy of removing
extended subsidy commitments from estimates of "new" funding for HUD
programs in annual budgets and appropriations which could be subject
to across-the-board cuts in budgets or appropriations resolutions.
Funding of the annual subsidy agreements would constitute a technical
transfer between funds, rather than requests for new funding. This
would permit expenditures on behalf of existing subsidy commitments
in future years without visibly increasing the number of new incremental
units assisted by HUD, thus making both new assistance and subsidy
replacement programs less vulnerable to reduction.

The approach does have the problem of requiring HUD to set-aside
funding that would otherwise be used in the budget as a receipt to off-
set obligations due on Treasury borrowing to fund the HUD mortgage or
other operations. This would provide a technical addition to current
deficits for the purpose of reducing expenditures and likely deficits
in the aid-to-late 1990s. While this may be logical, the problem of
reducing current-year deficits may preclude it. An option might be
to divide repayments equally between the Operating Assistance Fund and
HUD's repayment account to spread the cost out over a longer period.
This approach might require additional Treasury payments to supplement
the Fund in future years.]
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PART VIII. N/SCILLINEOUS ELDERLY HOUSING PROGRAM AMENDMENTS

I. PURPOSE,

A number of serious problems in EUD's processing of new projects or
administration of existing facilities for the elderly and handicapped must be
addressed in any comprehensive elderly housing legislation. The proposed
amendments to change existing programs or HUD procedures are intended to
rectify long-standing problems relating to calculation of rent increases,
admission policies, unit preferences, tenant rent payments, project repair
and project cancellation policies. Amendments to enhance the standing and
qualifications of administrators of elderly housing facilities are also
proposed.

II. PROPOSALS

A. Changes in Calculation of Fair Market Rent Increases

The proposal addresses the problems for owners of Section 202
projects created by RUD's manipulation of the fair market rent
calculation process as a basis for adjusting rents (and corresponding
Section 8 payments) and its delay in providing fair market rent
adjustment factors for updating rents.

It would amend Section $(c)(1) to require annual updating of fair
market rents based on the most accurate data available to HUD and
adjusted forward to remain current for the fiscal year.

It would also amend Section b(c)(2) to require a separate
schedule of fair market rents and adjustment factors for elderly
housing facilities which would take into account any additional
"actual and necessary" costs of operating and 3aintaining facilities
with special features required to meet the needs of elderly and
handicapped residents.

B. Admission Restrictions on Low Income Persons

Tice proposed amendment would change current law to prevent RUD
from restricting all new admissions in assisted housing projects with
Section 8 contracts dated after October 1, 1981, to persons with very
low incomes (incomes below 50 percent of area median income).

It would continue to give priority for admission to very low
income persons, but would permit admission of low income persons
(incomes between 50 percent and 80 percent of area median income) in
Section 202 projects and other facility-based programs up to a limit
established for each program by the Secretary. Total admissions of
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low income persons, when combined for all DUD assistance programs,

would remain below the 5 percent level required in 1981 legislation.

C. Flexible Operating Assistance for Older Section 202 Projects

O The amendment would make Section 202 projects, which are at least

15 years old, eligible for operating deficit assistance under the

Section 201 "Troubled Projects" operating subsidy assistance

program. Assistance under Section 201 is provided in amounts

determined by EUD to be necessary to help restore financial soundness

or to maintain the low- and moderate-income character of a project.

Currently Section 202 projects do not qualify for EUD assistance
either for operating assistance or for major repair or renovation.

D. Reduction in Tenant Rent Payments for Elderly_Persons in Efficiency

Units

The amendment addresses the increasingly difficult marketing and

financial problems for Section 202 facilities created by EUD's

minimum requirements and clear priority for efficiency units.

Elderly residents express resentment at paying the same rent (as a

percentage 'of income) for efficiency units as for larger one-bedroom

units and either delay entering a facility, where possible, to obtain

a one-bedroom unit or move to one-bedroom units as soon as possible
after initial assignment to an efficiency.

The amendment would reduce rent payments in elderly projects with

Section 8 rental assistance from the current 30 percent of income to

25 percent of income for elderly or handicapped residents occupying

efficiency units. The reduction in rent would apply to all persons

occupying efficiency units, not just to persons moving into such

units after enactment.

The proposal seeks to provide some element of choice for elderly

residents between putting more of their income into housing (in the
form of a larger unit) or retaining a larger portion for other uses.

E. Clarification of Section 8 Shared Dousing Assistance Provisions

The amendment would change Section 8(p) to clarify that

assistance provided for shared housing arrangements cannot be

construed as providing a basis for requiring sharing of units by

'inrelated individuals in multifamily elderly housing projects, or for

creating any priority for admission, either to such projects or to

any type of unit within such projects, by unrelated persons willing

to share a unit.

F. Limitation on Recapture of Funding Reservations for Section 202

Projects

The amendment addresses the problem created in recent years by

HUD's inconsistent application of a 1984 Policy memorandum requiring

cancellation of Section 202 funding reservations for projects where

construction had not begun, or could not soon begin within 18 months
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of the initial funding reservation. At the time HUD instituted this
policy average processing time for Section 202 projects was 24
months, with such of the delays attributable to processing problems
in IUD's regional offices. These problems continue to stall
processing of projects and threaten cancellation of projects even
though sponsors say have already committed considerable funds to the
project.

The amendment would prohibit HUD from cancelling any Section 202
project reservation prior to 30 months following the date of the
initial funding reservation and would provide automatic extensions
beyond that time where the cause of a delay can be attributed to
HUD's action (or inaction) or to legal action involving a project.

G. Elderly Rousing Project Adsinistrators: Status and Training

The proposals are intended to elevate the status of elderly
housing project administrators as a distinct area of specialty within
IUD project management, to assure proper recognition of the
specialized functions and qualifications required of adsinistrators
working with frail elderly and handicapped persons, and to enhance
the overall capability of elderly project administrators through
increased education and training opportunities.

1. HUD would be required to maintain a separate designation for
Section 202 project adsinistrators (separate from independent fee
agents) and establish separate accreditation standards and
procedures for these administrators. HUD would be further
required to provide training opportunities to permit current
project administrators to meet these standards.

2. HUD would be prevented from imposing limits on the level of
compensation paid to adsinistrators of elderly projects which are
based solely on estimates of comparable management costs if
contracted for with an independent fee agent or management
company. In determining the reasonableness of such compensation,
HUD would have to assess whether such compensation is adequate to
attract and retain the quality of full-time management needed to
administer the project and having appropriate experience in
assisting elderly and handicapped persons.

3. IUD would be required to accept the costs of education or
training in broader issues of aging, long-term care and service
provision, in addition to training in housing management, as
allowable adainistrative expenditures for elderly housing project
adsinistrators and key staff, except that total education,
training and related costs may not exceed two percent of a
project's annual budget.

65

1 1 3



100

PART IX.- ADMINISTRATION OF HUD ELDERLY HOUSING POLICY

I. PURPOSE

To provide within HUD's administrative structure and procedures a separation

of supportive housing arrangements for populations with special needs from other

areas of departmental activity in recognition of the distinct and specialized

character of such housing arrangements and of the need for staff experienced in

meeting the housing and service needs of elderly, physically disabled and

mentally impaired individuals.

The proposal initiatives the process of enhancing the position of elderly and

handicapped housing programs within HUD and of integrating more closely all

current departmental programs and future initiatives directed toward providing
supportive living arrangements for elderly, handicapped and homeless persons.

The proposal also begins the process of integrating HUD assistance for the

functionally-impaired elderly more closely with assistance provided under other

federal *and state programs by means of improved consultation and coordination
with other federal agencies and regular consultation with panels of experts. For

this purpose, the proposal creates a national advisory council of recognized

experts in the fields of gerontology, physical and mental disability and housing

policy to assist HUD in developing and analyzing program assistance for elderly

and handicapped persons.

II. PROPOSALS

A. OFFICE OF ELDERLY AND SUPPORTIVE HOUSING

1. There would be creates within HUD's Office of the Assistant Secretary

for Housing-FHA Commissioner a new Office of Elderly and Supportive

Housing (hereafter referred to as "the Office").

2. The Office would be headed by a new Deputy assistant Secretary for

Elderly and Supportive Housing, who would be appointed by, and

responsible directly to, the Assistant Secretary.

3. The Office would be generally responsible for all programs and

activities within the Department pertaining to housing-related

assistance to elderly, handicapped and homeless persons.

4. The Office would have staff members recommended by the Deputy

Assistant Secretary, and approved by the Assistant Secretary, with

expertise in providing housing for elderly and handicapped persons or

providing services in residential settings. Such staff would include

members at the regional offices of the Department to assure

coordination of housing and service programs at the regional level.
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5. The Office would have the following responsibilities:

a. To administer existing assistance programs within the Department
for the elderly, handicapped and boneless and any new program
initiatives or demonstrations authorized by Congress or the
Secretary.

b. To coordinate assistance provided in other departmental progress
that provide assistance to elderly, handicapped and boneless
persons (including public housing, housing vouchers, mortgage
insurance, etc.).

c. To coordinate such progress or initiatives with related housing,
services or other assistance programs adainistered by other
Federal agencies or by State and local agencies.

d. To provide for training and technical assistance for BUD elderly
project managers and personnel in issues relating to the care of
older persons, including resident physical and mental assessment
procedures and case management procedures, and provide for
training in BUD programs and procedures for staff of Area
Agencies on Aging and other agencies who are involved in BUD
progress.

e. To wake recommendations to the Assistant Secretary concerning
research activities, demonstrations and evaluations which are
undertaken or should be undertaken by the Department.

f. To represent the Assistant Secretary with respect to issues or
matters affecting elderly, handicapped or boneless housing before
other government agencies, industry groups, membership
associations, the Congress and the public.

g. To coordinate, on behalf of the Department, the taking of an
annual report to Congress relating to housing for elderly,
handicapped and boneless persons (see below, Part B).

6. The Deputy Assistant Secretary for Elderly and Supportive Rousing
would be designated by the Assistant Secretary within 60 days
following the effective date of enacting legislation.

B. ?MUM, REPORT TO CONGRESS ON ELDERLY AND SUPPORTIVE ROUSING

1. The HUD Secretary would be required to submit to Congress, by the
first day of December of each year, an annual report on housing for
elderly, handicapped and hoseleos persons.

2. Annual reports are to include, but not be lisited to, the following:

a. A description of all progress and actions (with corresponding
costs) undertaken by the Department in the proceeding fiscal year
with respect to assistance provided to elderly, handicapped and
homeless persons.
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b. A description of additional actions undertaken or scheduled to be
undertaken (with estimated costs) in the current fiscal year.

c. An analysis of the effectiveness of such programs or actions in

reducing institutionalization or promoting deinstitutionalization

among elderly and handicapped persons; in reducing rates of

homelessness; and in providing cost savings for other federal

programs.

d. An assessment of market conditions pertaining to suitable housing
alternatives for elderly and handicapped persons, including

estimates of availability and demand for such housing.

e. Recommendations for legislation, regulations, research or other

needed actions pertaining to housing and assistance programs for

elderly, handicapped and homeless persons.

C. NATIOJAL ADVISORY COUNCIL. ON EMILY AND SUPPORTIVE HOUSING

1. The HUD Secretary shall establish (as provided in Sec. 7(1) of the

HUD Act of 1965) an Advisory Council on Elderly and Supportive

Housing to assist in the development of departmental policy and

initiatives relating to housing assistance for elderly, handicapped

and homeless persons.

2. The Advisory Council would consist of not less than ten persons, at

least half of which should be representatives of organizations

representing the housing and broader assistance interests of elderly,

handicapped or homeless persons. Additional members should include

individuals with recognized expertise in fields of gerontology,

physical or mental disability, housing development and finance,

service delivery and social welfare policy.

3. The Advisory Council would evaluate current departmental programs and
regulations, and would proposo or analyze recommendations for policy

changes or program initiatives.

4. The Assistant Secretary would solicit recommendaticia for individuals

or organization representatives to serve. on the Advisory Council, and

would be required to designate members to the Advisory Council not

later than 120 days following the effective date of enacting

legislation.
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AFL-CIO Proposed Housing Program

1. Housing for homeless families

In order to meet growing needs for shelter by homeless families with children, who are
often housed in hotels, at great public expense, an alternative method that would
probably provide more suitable shelter at less public cost is proposed.

That would be a program of federal grants equal to 50 percent of cost of federally
approved low-cost shelters, with states to contribute at least 25 percent of the cost
and the balance to come from local governments. The shelters would have to include
low-cost private units with bathroom and minimal cooking facilities.

2. Low-rent housing needs

(a) Preservation of present stock of public and private low-rent housing

There are approximately one million rental housing units in privately owned
projects whose use is currently restricted to low-rent occupancy, with federal
subsidies, under a contractual agreement which will expire In coming years.
Contract expirations will occur between now and 1995 for about 332,000 such
units that were built under Federal 221(d)(3) and other Below Market Interest
Rate and Section 236 programs. There are another 728,000 units, under Section
8, that have contract expiration dates ranging between 1995 and 2025. Many
project owners may find it profitable to discontinue low-rent occupancy after
the restricted use contract term expires, In order to modernize and rent the
apartments at high rents; or convert the units to condominiums; or, where the
land has become valuable, to sell the property to someone who would demolish it
and rebuild for commercial use. In order to keep these projects in low-rent
housing use to the greatest extent possible, the Congress should authorize
extension of contracts for subsidized occupancy restricted to low-rent use. As
an added incentive to owners to accept such contract extensions, there should be
government intermediate-term loans available for major repairs and equipment
renewal where it is needed.

(b) Increased construction of new public housing and continued use of old projects

The stock of some 1.3 million public low-rent housing units, most of which were
built when construction costs were much lower, is a valuable national asset
which should be preserved for low-rent use. Even where modernization
requirements entail additional federal financing, the public housing projects, for
the most part, entail the lowest subsidy costs for housing low-income people.
That will be true especially for those projects on which the mortgage bonds have
been paid off. There are now many projects in that status among those owned
and run by 3,200 local public housing authorities. After the 40-year bonds have
been repaid, with the help of federal subsidies, a local authority may sell a
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project. In addition, the Rragan Administration has undertaken a demonstration
program of sale of projects to tenants. Any sales, whether to tenants or to
others, depletes the economical permanent stock of pw:dc units to meet low-
income needs.

The growth of unmet low-income housing needs is reflected in the growth of
homelessness, which increased as the construction of subsidized low-rent housing
was reduced to practically zero. It is essential that there be a return to
authorizations for 50 to 100 thousand puMic housing ',nits a year.

(c) Lease private units for 5 to 15 years in local markts which have a better than
3 percent vacancy rate of the size (number of bedrooms) of units needed.

There are some market areas where there are very high vacancy rates in private
rental housing. In such instances, where the unit size mix is appropriate to meet
local needs and the rents are relatively comparable with the monthly cost for
newly built housing, leasing of units under Section 8 should be the program
vehicle. For that purpose, Congess would have to authorize increased Section 8
funds.

3. Low- and moderate-income elderly and non-elderly housing needs

(a) Continue the Section 202 program of direct government loans to non - profit
sponsors of housing for the moderate-income el.,erly and handicapped on an
expanded basis.

(b) In addition, authorize a parallel program of loans to non-profit organizations to
provide rental housing for non-elderly occupants whose incomes are too low to
support payment of market rents. Financing for such housing could be provided
under a "special assistance" program, described in number 6, below.

4. Moderate-income homeownership assistance

(a) Enact and increase support of the Nehemiah housing opportunity program (which
may be enacted in the pending 1987 housing act); this program for non-profit
sponsors modeled after the New York City Nehemiah program and the similar
Boston program projects sponsored by the local Bricklayers and Laborers unions
-- would allow a $15,000 government second mortgage, repayable only when the
house is sold; in the New York and Boston projects, there have also been city
land contributions; the extent of local land contribution would be a factor in
project selection under the federal program.

(b) For moderate-income homeownership (with incomes not in excess of 130 percent
of median income) expand the existing but largely dormant Section 235 program
which requires owner debt service payments equal to the lower of either
25 percent of income, or what the mortgage payments would be with a
954 percent mortgage.

1 1 8



105

-3-

S. Farm housing programs should be continued; a,nd to the extent that new programs are
made available in urban areas, there should be parallel provisions adopted for farm
housing programs.

6. Private non-elderly low- and moderate-income housing should be financed through a
government "special assistance" mortgage portfolio against which participations are
sold.

It would be a vehicle to finance moderate-Income, non-elderly housing needs of
households with Incomes aL..ve eligibility levels for public housing; housing projects by
non-profit sponsors foi nun-elderly; and authorized farm housing and moderate-Income
homeownership assistance programs for people who still havean affordability problem
and are Ineligible for subsidized low-income programs. The program might be
operated by either the Government National Mortgage Association (Ginnie May), or a
special new government agency created for the purpose, or for a fee by the Federal
National Mortgage Association (FNMA) as a designated agent of the government.

Under the program, households with incomes that are below a private housing
affordability level would be eligible for "special assistance" homeownership loans or
for occupancy In rental buildings financed with a "3peclal assistance" mortgage. The
mortgages would be available to finance only new construction homes or projects that
have sale prices or rents below the median for new housing built in the local market
area during the preceding year. Income eligibility and maximum sales prices and rents
would all be establishes by HUD/FHA. All eligible mortgages would be either FHA-
insured, VA-guaranteed, or insured by Farmers Home Administration. The mortgage
interest rates would be established by HUD/FHA but under a statutory formula that
covered the current yield on 30-year Treasury bonds plus an allowance of a fraction of
one percent to cover administrative costs to the government and permitted loan
origination costs, including a lenders fee of up to a stipulated amount or percentage of
the loan amount. Loans could be made by approved FHA, VA, or Farmers Home
Administration lenders who could then sell the loans at par to the government for
inclusion in the "special assistance" portfolio. The government would from time to
time sell participations in the portfolio to recoup the funds.

Since all the loans in the portfolio will already be insured or guaranteed by a
government agency, there would be very little, if any, additional costs In placing a
guaranty on the participations. In fact, if the participations are guaranteed, they
might be sold to yield slightly less than the mortgage portfolio, to cover the
administrative costs and provide additional insurance against losses.

HBSehb
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I. NATIONAL HOUSING NEEDS

In the United States the housing stock meets high standards, and has

improved enormously over the years since World War II. Meanwhile, a growing and

mobile population has been sheltered In housing that surpasses the standards in

much of the rest of the world. Nevertheless, there are still 24 million occupied

ownership and occupied rei tal units, representing almost 30 percent of the entire

national housing stock, which are either substandard, crowded, or overly costly to

their occupants. There are almost 3 million households who live doubled up with

others, and there are large numbers of homeless people.

Home ownership has become a widely held status in the United States over

the last several decades, giving millions of people an important economic stake in

society. Nevertheless, in recent years, home ownership has been more difficult to

achieve for many, due to adverse and uncertain economic conditions, and the

percentage of all households owning their homes has declined. Young, first-timt

potential home buyers have been particularly vulnerable. Their ability to buy

homes has declined.

While, for many decades, housing improved both in quality and quantity,

along with the generally rising living standards of the people In our industrial

society, things may now be turning around for the worse for many people,

especially those at the lower income rungs of society who are not sharing the

prosperity of society at large. This decline in living standards is reflected in

worsening housing conditions for the low income stratum of society, including

minorities, some of the elderly, handicapped, female-headed households, and

others.
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24 MILLION WITH HOUSING PROBLEMS

Based on its most recent comprehensive housing data, the Department of

Housing and Urban Development (HUD) estimates that about 24 million households

(29 percent of the total) have housing problems of one kind or another. Fourteen

million, a disproportionate number of them renters, occupy units when t.ere is an

excessive cost burden. Renters are considered to be cost burdened when paying more

than 30 percent of Income for gross rent or housing cepenses.

Another two million are in crowded housing units. A crowded housing unirnas

over I person per room used for living purposes, e::cluding bathrooms, halls,

pr...mries, and so or..

Another 8.9 percent of the entire housing stock, about 7.3 million units, are

physically inadequate, based on a number of measures of physical condition,

including defects related to plumbing, kitchen, maintenance, public hall, heating,

electrical equipment and sewage.

Thee

Occupied Housing Units

Excessive Cost Burden 14,4';'5 17%

Crowded 2,230 3%

Inadequate 7,561 9%

Total with housing problems 24,216 29%

Note: The table categories are seen as mutually exclusive, although some
units may have more than one characteristic as shown on the table. The
inadequate units Include some cost burdened and crowded units. The
crowded and cost burdened units ore all physically adequate, however.

Source: Housing Production in 1982 and 1983 and the Stock of Housing in
1981. Tables E-9, E-10. April 1987. Office of Policy Development and
Research. U.S. Department of Housing and Urban Development.
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SEVERELY INADEQUATE HOUSING

A smaller number, 2.9 million or 3.4 percent of the total occupied units, is

classified as "severely inadequate." Many of these 2.9 million units are more likely

than those classified as "Inadequate" to need actual replacement, rather than

repair. In addition, over half these severely inadequate units are occupied by

persons of very low income.

Who lives in severely substandard housing? Looking more closely at the 2.9

million units of the housing stock which are severely inadequate, it is clear that

substandard housing Is a social safety-net issue. Renters, the poor, minorities,

women who are heads of households, and the elderly are more likely to be

occupants of this worst housing than the entire population at large.

For example, blacks make up 9 million households or 11 percent of the

total number of 85 million households living in housing units. Yet, blacks occupy

800,000 or 28 percent of the total of 2.9 million severely inadequate units. This

dimension of housing need, showing the relative occupancy of severely inadequate

housing by households of different characteristics, is shown in the table below.

Household
Characteristics Share of all housing

Share of severely
inadequate housing

(percent) (percent)
Renters 35 59

Very Low Income 27 57

Hispanics 5 9

Blacks 11 28

Female Head Households 28 36

Elderly 21 24

Source: Based on tabulations contained in Housing Production in 1982 and 1983
and the Stock of Housing in 1981. Tables E-9, E-10. April 1987. Office of
Policy Development and Research, U.S. Department of Housing and Urban
Development.
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THE HOMELESS AND THOSE DOUBLED UP

In addition to the problems of excessive cost and physically inadequate

housing, there are significant numbers of homeless people in our society, and those

who are potentially homeless, living doubled up with relatives or others. These

people include people deinstitutionalized from mental hospitals, the unemployed,

and others who can't find permanent homes, as well as those who are working, but

who can't afford housing of their own and live with others. Some of the latter are

young people who cannot begin their own independent lives since they cannot

afford the high cost of housing.

Estimates of the number of actual homeless vary considerably, although

there seems to be wide aL.eement that the number of homeless is increasing, and

that the facilities and other resources available to serve the homeless are

inadequate. Estimates of the number of homeless range from a 1983 US.

Department of Housing and Urban Development (HUD) report, citing 250,000 to the

figure of 2 to 3 million, cited by the National Coalition for the Homeless, based on

recent surveys.

As the Committee for Food and Shelter recently noted, "General

observations about the nature of the homeless population point to the varied

backgrounds and characteristics of the population. Perhaps the only common

element in their lives is the fact of their homelessness. The homeless are no longer

only the Skid Row bums and the Bowery alcoholics. They are white: black, Asian,

Hispanic. They are migrant workers and immigrants. They are families with

children and they are runaway children. They are the unemployed, the working

poor, the underemployed working in temporary or part-time jobs at minimum wage.

Most have no health benefits. They are battered women, the elderly, substance

abusers, and the chronically mentally ill."
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There are a growing number of hidden homeless people, sometimes referred

to as "couch people," since they are doubled up with friends, acquaintances, or

relatives.

. Earlier this year, for example, it was estimated that there were perhaps

100,000 doubled up families, including up to 200,000 children, in New York City

alone.

Such estimates are backed up by national population statistics published by

the U.S. Census. The census has found, for example, that there were 505,000

unrelated subfamilies living with others as of March 1986. There were over 2.2

million so-called related subfamilies, such as young couples living with parents, and

mother-child families living with relatives. Altogether, there were over 2.7 million

related and unrelated subfamilies. This number had roughly doubled from 1.4

'million such families ten years earlier in 1976.

The number of doubled-up families, which grew by about 100 percent over

the decade, grew much faster than the number of all households, which grew by

only 21 percent over the same period. This is a problem which is becoming more

serious. The number of unrelated subfamilies was a particularly fast growing

group, as was the growth of the mother-child group, reflecting the growth in the

number of the poor in the country, and the growth in the number of households

headed by women.

AU Households

Unrelated Subfamilies

Related Sub 'a:milks

Total Subfamilies

March 1986
(thousands)

88,458

505

2,256

2,761

Source: U. S. Depi'atment of Commerce, Bureau of the
20, No. 412, Issued November 1986.

Mardi 1976
(thousands)
72,867

189

1,190

1,379

Census. Series p-
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An additional Indicator of the shortage of housing for the poor is the

existence of long waiting lists for assisted housing, reflecting the growing number

of the poor as well as the reliance on the existing low-income housing stock to

shelter those in need of housing and the related curtailment of production under

government assistance programs.

A Council of Large Public Housing Authorities survey done in the middle of

1986 showed that in a few places, the number of households lining up for public

housing actually exceeds the number of units in the whole public stock: for

example, New Orleans rents out 13,000 public housing units and has over 21,000

households waiting in line for them. More commonly, according to the Council,

there is a several year wait for units, given the historical turnover rates, as

indicated by the following data on numbers of units and applicants on waiting lists.

WAITING LISTS FOR PUBLIC HOUSING

Tfaitinfk Total Units

Akron 1,720 4,784

Baltimore 13,875 17,679

Buffalo 3,039 5,069

Chicago 44,000 49,155

Greensboro 1,177 2,220

Philadelphia 8,400 20,580

Pittsburgh 2,957 9,850

Sacramento 2,755 2,791

Source: Council of Large Public Housing Authorities
telephone survey, July 1986.

The National Association of Housing and Redevelopment Officials

(NAHRO), in the May/June 1987 issue of its official publication, estimated that

more than a half million families may be on the nation's assisted housing waiting

lists.
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This figure includes families waiting for public housing units and Section 8 housing

aid, according to NAHRO.

IL THE PROBLEM OF AFFORDABILITY

Increasingly, In recent years, more and more people have had a problem of

affording decent housing. As noted in the previous section, the problem of run-

down, unsanitary, and unhealthy housing has by no means been completely licked.

A big culprit is now affordability. A growing share of renters pay too much for

housing. Potential home owners have had problems in purchasing homes due mainly

to the high Interest rates and high costs in some areas during the decade of the

'1980s.

Some successful program approaches have been developed to address the

problem of encouraging home ownership for moderate income people, even in very

high cost areas, and for providing decent rental housing to meet the shelter needs

of lower income people.

MODERATE INCOME PEOPLE AND HOME BUYING

Home mortgage Interest rates have declined from the peak levels of the

early 1980s, making homes more affordable to many would-be purchasers. It can

be estimated that for each one percentage point drop In Interest rates, between

one and two million additional families tecome capable of affording a home, all

other things being equal. Mortgage interest rates dropped from the 15 percent

range in 1982 to the 10 percent range last year.

The gain In affordability from lower mortgage rates, however, has been

partially offset by a rise in the price of bome3, including rapidly rising land prices.

New home prices, for example, rose by,9 percent during the low Inflation year of
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1986, putting the purchase of a home out of the range of many. Affordability was

further hurt by the runup in mortgage interest rates beginning in the Spring of this

year. Commitment rates on conventional mortgages jumped by over one

percentage point between March and May of this year. In addition, this year

inflation has resumed a significant rate of increase, so that average weekly

earnings adjusted for price changes, have been about one percent below a year ago.

Consequently, home affordability has been reduced and the seasonally adjusted rate

of new housing starts has declined significantly.

At the present time, the purchase of a home is a difficult accomplishment

for many families on limited incomes, in view of the still -high level of mortgage

interest rates, and the rising prices of homes. Young, first-time home buyers are

particularly at a disadvantage, in view of their limited incomes.

This July 1987, the median price of a new home was $107,000 nationally. If

a young family of modest income were trying to buy a home, they would have

difficulty.

If, for example, a family wanted to buy a $90,000 home with a fixed rate

30-year mortgage of $72,000, (equal to 80 percent of value) at 10.5 percent

interest, first they would need a down payment of $18,000. Then they would need

an annual income of about $45,500 to pay the monthly mortgage debt service and

the related expenses of home ownership including hazard insurance, real estate

taxes, maintenance and heat, and utilities with 25 percent of their income. If they

devoted one quarter of income to the purchase, only about 1 in 4 families could

afford to make the $947 monthly payments, and they are already likely to have a

house which meets their needs. In 1986, the national median income was over

$29,000. Although nominal median incomes are higher than they used to be,

younger families, first time buyers, are still more likely than others to
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have incomes In the lower ranges and thus are less lilzely to have the Incomes

needed to afford homes.

Thus, at present there is a gap between what moderate income home

buyers can afford to pay and the cost of home ownership. It is no wonder, then,

that younger households are Increasingly finding themselves priced out of the

market. In the course of the 1980s, the rate of home ownership for the population

at large has declined, due to the severe recessionary economic conditions, lagging

incomes, high Interest rates, and weak economic growth. After World War U, the

rate-of home ownership rose steadily in the U.S. until the 1980$. The ownership

rate, however, has been declining steadily since 1980-81 when it was between 65

and 66 percent. In the first quarter of 1987, 63.8 percent of all occupied housing

units in the U.S. were occupied by their owners. According to the latest

government housing survey, there are almost 85 million occupied housing units in

the nation. If the home ownership rate were only 2 percentage points higher than

at present, roughly one and one-half million more households would own homes.

The home ownership rate of younger families has particularly suffered

during the 1980$, as can be seen in the attached table on home ownership rates.

For example, the ownership rate of householders between ages 30-34 declined

steadily from 59.3 percent in 1981 to 54.7 percent in 1985.

BRIDGING THE OWNERSHIP GAP

Two important programs show how the moderate income home ownership

cost gap can be bridged: the Nehemiah program in New York City, including

similar programs elsewhere, and the successful Section 235 h me ownership

assistance program.
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The Nehemiah program in New York City combines a variety of subsidies

to bridge the cost gap for moderate income home buyers in a high cost geographic

area. A partnership of private and public sector participants provided a variety of

types of assistance, Including land and part of the financing, to reduce the costs

which lower income buyers must bear to achieve home ownership. A local not-for-

profit sponsor formed by church groups and public agencies at the state and local

levels to produce the needed housing. The Federal housing authorization legislation

for 1987 contains Incentives to encourage this type of approach in the hope that it

can be expanded and replicated in other places outside New York where there is

need for housing, but little In the way of financial support.

Federal assistance has sometimes served to partially support such efforts

to encourage home ownership by way of not for profit entities, although in indirect

ways. The provision of land at below market prices by municipalities, for example,

has sometimes been a crucial ingredient for success.

In the high cost area of Boston, the Bricklayers and Laborers unions formed

a nonprofit housing company to build home ownership housing for lower income

people, using land provided by the city and based on loans from a local bank which

holds union pension funds. The $69,000 houses had 2 bedrooms, bay windows, living,

and dining rooms with 11-foot ceilings. Another partnership project with the city

is being built in the Charlestown Navy Yard area.

During the 1970s the Section 235 program of home ownership assistance,

which was authorized in 1968, operated to provide hundreds of thousands new and

existing houses to lower Incerne families. From fiscal 1969 through fiscal 1976, for

example, production under the original Section 235 program totalled almost

400,000 new and substantially rehabilitated units, of which 3%,000 were new units

and the remainder were substantial rehabilitations, according to the Tenth Annual
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Report on the National Housing Goal published in 1979. In each of fiscal years

1971 and 1972 there were a total of over 100,000 Section 235 new construction unit

reservations. Under the Section 235 program lower income home buyers were

provided with interest subsidies on private loans insured by the government.

Federal subsidy substantially reduced the monthly payments they made. The down

payments were small and the amount of monthly payments to principal and interest

were limited to 20 percent of income. As income rose, the subsidy was reduced.

The existing home program wab the subject of some problems during the

early 1970s and was subject to a moratorium as tc, new commitments under the

Nixon Administration. It was reactivated in October 1975 with the release of

contract authority to subsidize additional units of single-family housing and

condominiums. The reactivated Section 235 program differed considerably from

the old suspended program in several respects to eliminate the problems that arose

under the original program. However, the overall goal remained that of widening

home ownership opportunities for those somewhat below the level that could

ordinarily otherwise become homeowners (95 percent of geographic area median)

remained.

Important changes in the program included adjustments in income

eligibility requirements; higher downpayment requirements; site limitations

permitting no more than 40 percent subsidized units in any subdivision to avoid

concentration of subsidized units; a reduction in the maximum amount of subsidy

involved; and deletion from program eligibility of existing _nits not undergoing

substantial rehabilitation.

Statistics gathered covering activity under the revised program for fiscal

1978, and published in hUD's 1978 Statistical Yearbook, showed, for example, that

Section 235 served a diverse range of racial and ethnic groups. 67 percent of

mortgagors for the year were whites, not of Hispanic origin. The rest were blacks,

American Indians, Alaskan Natives, Asian or Pacific Islanders, Hispanics and
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others. For the year, about 50 percent of the new homes under the program were

in urban locations. 47 percent were in suburban locations; the balance of about 2

percent were in rural areas. HUD statisticians classified 96.1 percent of the

structure as being of excellent condition; 3.8 percent were In good condition. Low

down payments have made the program accessible to lower Income buyers. The

average loan-to-value ratio was 92.3 percent, showing that down payments in

general amounted to about 7 to 8 percent.

The program was further restructured by the 1983 Housing and Urban-

Rural Recovery Act which, among other things, set up a revolving fund financing

mechanism and authorized program activity based on a 10-year interest reduction

subsidy. Under the restructured program, homeowners are required to contribute a

minimum of 29 percent of adjusted Income toward monthly mortgage payments.

Assistance payments are calculated on the basis of the difference between the

'current FHA maximum Interest rate and a minimum of 4 percent.

Actual approval of additional Section 235 units never achieved the levels of

the early 1970s and the program has languished in recent years, despite the

significant program modifications adopted to help the program operate more

effectively. There Is no new reservation activity projected for 1988.

RENTAL HOUSING FOR LOW INCOME PEOPLE

Critics of the Federal programs designed to produce rental housing for low

Income people point to the large number of people paying a disproportionate share

of Income for housing as evidence that affordability and not availability is the main

problem in rental housing. Further, critics point to the high rental vacancy rate at

present as evidence that there is sufficient rental housing to meet lower income

peoples' needs. These arguments are true up to a point. Rental housing needs in
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areas where there Is a large supply of vacant housing can be met through existing

housing, provided that sufficient assistance through such programs as Section 8 and

housing vouchers Is available. To meet tight area needs, It will be necessary to

build public housing and Section 202 housing for the poor and those with special

problems, since the private market falls to meet these needs and since the

resources of states and localities are insufficient to properly address these

problems.

It should be pointed out that rental housing Is not as widely available to

lower income people as Is generally supposed despite high vacancy rates In rental

housing for the nation generally.

The rental vacancy rates for the second quarter 1986 and the second

quarter 1987, 7.3 percent, were higher than any second quarter since 1967. The

comparable second quarter rate was 5.0 percent in 1981 and 1979. These were low

points.

At the present time, rental vacancy rates In many Instances are lower than

the 7.5 percent national average. In the Northeast region, for example, where the

rental vacancy rate is 4.0 percent, there would be far less choice In seeking rental

accomodatlons than In other parts of the country. So too, it would be difficult to

find rental units In larger apartments, and units with low rents. The rental vacancy

rate for 6-room units Is 3.4 percent. It would be easier to find rental units In the

South, where rental vacancy rates are 10.6 percent, due, in some Instances, to

overbuilding and In some other instances, to hardships based on the collapse of oil

prices, and problems stemming from the agricultural sector. More abundant would

be higher rent units, smaller units, and units lacking some plumbing facilities,

according to vacancy rates for these types of accommodations. The rental vacancy
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rate of units renting for more than $300 per month is 9.7 percent. This can be seen

In the statistics in the selected categories in the table below.

Selected
Categories,

Second Quarter 1987
Rental Vacancy Rate

United States 7.5

Northeast 4.0

South 10.6

Inside Metro Areas/with all plumbing 7.1

1 and 2 rooms in unit 10.9

5-rooms in unit 5.0

6 -rooms in unit 3.4

Rent $1004149 4.9

Rent $300 or more 9.7

Lacking some plumbing facilities 13.9

Sources U.S. Department of Commerce, Bureau of the Census.
Current Housing Reports. Housing Vacancies, Second Quarter 1987.
H-111-87-Q2.

Ili; THE NEED FOR SUBSIDY FUNDS

At the present time, a number of housing needs for those of lower income

In the United States are going unmet.

Young families are increasingly finding themselves shunted aside, and not

allowed to share in the American dream of home ownership. The middle class may

no longer be the open, growing, property-owning segment of society that it has

been in the past. Rather, society may increasingly be more polarized and home

ownership a less democratic and widely-enjoyed status than is desirable.

1.44
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The housing available for the poorest citizens is Insufficient to meet Their

needs. Resources should be allocated In the future to meet the needs of these

people. There Is a need to deal with the potential growth of the homeless

population suggested by the large number of households who live in government

assisted units who are in danger of losing their apartments, by the number of

people on public housing waiting lists and by the growing numbers of those who are

living in crowded or doubled up living conditions.

Assistance in the years to come will have to come from all segments of

society to address national housing problems, it luding the federal government,

states and localities and the private sector.

No other sector of the economy apart from the federal government,

however, has the resources to address the national housing problem and to prevent

its becoming worse. And no other sector has done more to shirk responsibility for

national housing problems in the past several years. Accordingly, It is appropriate

that the national government lead the way in addressing the problem and to support

the efforts of other governments and the non-governmental groups and individuals

in meeting the needs of our citizens.

9/14/87 FP /dl
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Percent of U.S. Hormovmarship by Age of Householder

Ace 1961 1962 1963 1964 1965

lbtal 654 648 64.6 64.5 64.1

Less than 25 20.7 19.3 18.8 17.9 17A

25-29 41.7 38.6 38.3 386 37.7

30-34 59.3 571 55.4 54.8 54.7

35-39 68.9 17.6 66.5 68.1 65.7

40-44 73.7 73.0 72.8 72.3 71.8

45-49 76.2 76.0 75.2 74.6 749

50-54 78.3 78.8 788 78.4 774

55-59 80.0 80.0 80.1 80.. 79.1

60-64 80.0 80.1 79.7 79.9 79.6

65-64 776 78.0 78.7 79.3 79.4

70-74 75.4 75.2 75.3 75.5 76.7

75 or mom 69.8 71.0 71.9 71.5 70.4

SOURCE: Economic tiewi Nam. National Association of Homo Suadars. January. 1966
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Dear Senator

In response to your request, and on behalf of the American Institute
of Architects, I am honored to submit the AIA's views on the future
federal role in national housing policy.

The end of the Reagan era coincides with a growing recognition that
this nation needs to rr'nvigorate its responses to varied even
desperate housing needs that persist throughout the country. At
the same time, the experience of the last six years has shown that
a simple return to the path of the 1970's will not suffice. The
future of federal housing policy requires not only new program
approaches but also realignments in traditional relationships
among all levels of government and between government End private
sector. At the same time, it must be accepted that the federal
government continues to bear an important housing responsibility
on which the succ,.3s of new approaches and new partnerships depend.

We appreciate this opportunity to participate in the important and
exciting work on which your subcommittee has embarked to reshape
the nation's hnuev,,, f'c

We look forward as well to sharing our perspective with your
committee in hearings you may hold this year or next.

Sincerely,

Donald J. Hackl, FAIA
President

(.1
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Toward a New Future in Housing Policy

Introduction

As the Reagan Administration nears its end, the time has come to
assess the changes it has wrought on national housing policies.
The American Institute of Architects believes it will be
necessary to establish new legislation to guide the next
administration in addressing housing needs. The purpose of this
paper is to set forth what the AIA believes to be the key
elements that should be included in this legislation.

The Chanced World RI Housing

The world of housing policy is much different today that it was
on Inauguration Day 1981. Federal support for housing, either
through direct subsidies or indirectly through the tax code have
diminished substantially, except for the homeowners mortgage tax
deduction, which continues to grow. Since 1981, housing programs
administered by the Department of Housing and Urban Development
and by the Farmers Home Administration have experienced cuts
greater than any other domestic program area.

These cuts reflect a dramatic shift in the federal government's
attitute towards the place of housing in the list of spending
priorities. As the deficit has soared, and priorities such as
defense have claimed greater shares of federal revenues, housing
assistance in its various forms have taken a back seat.

New construction and substantial rehabilitation programs have
been virtually wiped out, -- with the end of the Section 8 programs
for those purposes, the end of new funding for the Section 312
rehabilitation program, the end of the GNMA Tandem Financing
program, significant reductions in the Section 8 moderate
rehabilitation program and the public housing construction
program, and sharp cutbacks in the range of programs delivered by
the Farmers' Home Administration for rural residents and
farmworkers.

The historically small Section 202 program of loans for the
development of housing for the elderly and handicapped is today
the premier federal constructicn assistance program, yet it is
responsible for only about 10,000 - 12,000 new units a year for
the entire nation. The Housing Development Action Grant Program
(HODAG) is a good effort to boost housing supplies in tight
rental markets, but it is too small and produces only two units
for low and moderate income people for every ten it builds.

1.48
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Tax incentives for multi-family housing production, most
notably tax-exempt mortage revenue bonds, syndications, and
depreciation, have been curtailed. By comparison, in 1980, the
federal government reserved almost 130,000 units of new
construction and substantial rehabilitation under HUD programs
alone.

In the place of major federal commitments to construction,
tha Reagan Administration and the Congress have concentrated
on the existing housing stock to provide the resource for
housing assistance through the use of vouchers and Section 8
certificates. Not only is the number of such units low, but
their success in the marketplace presumes adequate availability
of suitable housing. In addition, housing assistance in the
existing housing stock cannot encourage an expanded housing
supply or improve housing quality.

The Result

As federal support for housing has declined, so have housing
opportunities and housing conditions. Today, as many as 7
million people pay 50 percent or more of their incomes in rent.
People living in structurally deficient apartments have increased
in number. Although the building industry has brought five
million new multi-family units on line between 1975 and 1985,
a greater number have deteriorated. As costs for housing have
risen dramatically, homeownership has become barely a glimmer
of hope for millions, even with reduced into -?c.t rates, and.
on the average. new homebuyers pay 44 percent of income for
mortgage payments.

These unfortunate results of the federal government's withdrawal
from the housing field have shifted responsibilities to local and
state governments and the private sector, particularly private
non-profit entities. They have had no choice but to accept
those responsibilities, knowing at the same time that they have
no capacity to replace in full what the federal government has
withdrawn. Still, in grappling with their new housing burdens,
states and local governments along with important segments of the
private sector have revealed themselves to be an essential
resource for housing. States in particular have entered the
arena in new force, and this emergence of new housing resources
represents a large silver lining in the dark clouds that the
administration's approach to housing has caused to gather.

Future Challenges

As we look ahead to the next administration and to the net
century, we find numerous challenges that future housing policy
must confront. We find a nation with large numbers of ill-housed
people and communities ill-equipped to help them. Housing costs
are escalating, even as over-all inflation has abated, denying
homeownership to the majority of young families. Special groups,
such as the elderly, the handicapped, and the displaced continue
to suffer not only from the shortage of housing but also from the
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shortage of housing options. Lurking on the horizon is the
potentially disastrous displacement of hundreds of thousands
from federally-assisted buildings where assistance contracts
are coming to an end.

he Future of Housing Policy - Principles

It is clear to the AIA that the experience of the last six years
has not resulted in much progress in meeting national housing
needs. But it has dramatically changed the nature of the debate
about how progress ought to be achieved. In the context of this
debate, the AIA believes that new legislation should incorporate
several principles, as follows:

First, we recognize the continuing importance of a meaningful
federal role in assuring decent, affordable housing in
reasonable supply. The condition of housing is a national
concern, for good housing provides the basis for wholesome
communities, social stability, and prosperous economies. While
the federal deficit may preclude a significant broadening of the
federal government's housing role, it is clear that only the
federal government has the financial depth to handle effectively
certain forms of assistance such as long-term rental assistance.

Second, the additional responsibilities thrust on states,
localities, and the private sector open the door to an excellent
partnership with the federal government in addressing hr :sing
needs. As it becomes clear that funds for preserving ar
expanding the housing supply for lower income people wil. not be
available in sufficient amounts from a single source, the
combined resources of government and the private sector provide
the only route to ensure better housing opportunities.

Third, new legislation should rest on the firm foundation of
existing programs that have demonstrated success and cost-
effectiveness. It is a canard that housing programs are
failures. Most have worked well; some have not. Al'. need to be
reviewed periodically to ensure that they remain up to date.

Fourth, states and localities must have the flexibility to
fashion responses to their particular housing needs.

Fifth, new legislation must direct itself to the broad spectrum
of housing problex.s, both rental and homeownership, and encompass
housing quality, availability, and affordability. In localities
with housing shortages, concentration solely on assistance in the
existing housing stock will be far less successful than a
combination of such assistance and measures to boost the overall
housing supply.

Having offered these principles, we should point out that there
are few new ideas in housing, only old ideas whose time has come.
The bottom line, as always, is cost, and the essential question
is, as always, who pays? With these concepts in mind, the AIA
would like to submit several ideas, some of which we believe
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catch the prevailing winds of this time in the history of
American housing.

The Future of Housing Policy - Leoislation

As a centerpiece of the new legislation, we propose that theCongress establish a national trust fund for housing.
The fund should allow states and localities wide latitute insolving housing problems determined at the state and local level.Monies should be made available for both homownership and rentalhousing purposes, should aid in new construction as well as
rehabilitation and should permit state and local governments to
offer a diversity of assistance forms$ including interest rate
reductions and second trusts. A portion of the trust fund's
capital could come from certain existing programs, such as the
HODAG and Rental Rehabilitation programs, and the remaining
funds in the Section 312 Program, as the purposes of these
would be assumed in the trust fund approach.

Additional funds should come from direct annual appropriations,
as well as from dedicated revenue sources. Jurisdictions
receiving the funds could assist renter households earning
up to 80 percent of median income, and eligible homebuyers
earning up to the levels permitted under the Section 235
homeownership assistance program. Allocations of trust fund
monies would occur by needs-based formula to the largest communities,
and to states for distribution to smaller communities, much like
the Community Development Block Grant Program operates now. A
principle of any trust fund program should be matching funds
from private, local, and/or state sources, in order to
recognize the federal government's funding limits, to extend the
program's reach, and to foster the partnership that should form
the basis of housing policy in this country. In addition to a
trust fund concept, new legislation should:

1. Maintain the Section 202 Program for the elderly and
handicapped in recognition of the special need it must
fill and its overall success in filling it. In addition,
new legislation should revise HUD's cost containment
guidelines which restrict project quality.

2. Maintain the Community Development Block Grant and Urban
Development Action Grant Programs, in light of the
comprehensive development purposes of the former, and the
economic development focus of the latter.

3. Target for special attention public housing in need of
rehabiliation, in order to preserve this vital housing
resource which consists of over a million units nationwide.

4. Expand the Section 8 moderate rehabilitation program.
This program is essential to preventing or minimizing
displacement that would necessarily result from substantial
rehabilitation.
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5. Maintain and expand the Section 8 existing housing and
housing voucher programs as tools to make existing
rental housing affordable for people with very low
incomes. It is clear, however, that the voucher
program is unsuited to housing markets beset by very
high costs and low vacancy rates. In these places, the program
may reduce housing costs but cannot make housing affordable.

It is not unusual in tight rental markets for vouchers to go
unused, particularly by larger families.

Thus, vouchers and Section 8 existing housing assistance should
be targeted more accurately to the areas where each program can
work most effectively. In addition, assistance under these
programs must continue in order to protect those whose contracts
are expiring.

6. The AIA believes that steps must be taken to prevent
the wholesale loss of units that were originally
designed and built for low income populations under
the Section 8 new construction and substantial
rehabilitation programs. Units built before 1980
may get out of the Section 8 program before expiration
of the full term of the Section 8 contract.

This alarming potential problem has already received
Congressional attention, underscored by a General
Accounting Office study.

Incentives must be found to encourage current and subsequent
owners to retain the properties for low income residents, or
the nation faces the spectre of widespread hardship resulting
from displacement or the immense financial and logistical
burden of subsidizing the construction of replacement housing
or of aiding in the difficult process of relocation.

Retention of these apartments could be encouraged through
extension of remaining tax incentives or direct assistance in
rehabilitation and in refinancing to bring down protect costs.

7. Restore historic preservation tax credits for landmark
properties used for low-income housing. The AIA believes
that historic buildings can and should be a housing resource
but since there are special costs involved in combining
historic preservation with the creation of housing for
people of modest incomes, it makes sense to revisit the Tax
Reform Act of 1986 and its restrictions on the historic
preservation tax credit. While the credit was retained, it was
reduced to 20% from 25%. As a result, historic preservation
activities have declined, and to the extent these endeavors
entailed the incorporation of housing into preservation
projects, we have lost a small but important opportunity for both
expanding the housing supply and for stabilizing older areas.
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While not within the legislative purview of the Banking
Committee, this tax issue cannot be overlooked and should be
addressed in separate legislation.

8. Do not disturb the basic features of the FHA insurance
payment for homeownership. FHA works well and does not
need "fixing" through new or higher fees, or privatization.

9. Finally, in this era of rapidly changinn technology, the AIA
believes it is important for the federal nwernment to support

tbasic research into buildings as complex technical systemt. The
federal government has sharply cut back its support of buildings
research, particularly with respect to energy consevation, to
the point that the United States is falling behind trading
partners 4n the development and application of new efficient
buildiny romponents that life cycle costs through reduced
energy consumption.

The Department of Energy Appropriation for the building and
community systems programs declined from $98,300,000 in
FY1980 to $30,450,000 in FY1V87.

A recent report on energy conservation appropriations noted
that U.S. expenditures on buildings compare with the amounts
spent on research on razJr blades. The Japanese spend 3% of their
construction industry sales cn building research compared to
0.01% for the U.S. construction industry.

The future of American housing lies in partnership and in the
pragmatic approach for problem-solving that has served this
nation well for 200 years. We hope this paper will help develop
legislation that advances these goals.
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Senators Alan Cranston and Alfonse M. D'Amato and the Senate Subcommittee on Housing
and Urban Affairs have given this country a great opportunity the opportunity to rethink
and redirect our national housing policy. The American Planning Association is pleased to be
invited to join in this important effort.

The Federal retrenchment from support of housing programs during the past six years has, in
our opinion, proven two things:

1. That Federal support is absolutely essential to meet the housing needs oflow- and moderate - income households; and
2. That tremendous capacity exists at the state and local levels to design and
implement creative housing programs which are responsive to local
conditions, needs and opportunities.

Our new housing policy must recommit Federal resources toward housing needs, and must
take advantage of the demonstrated state and local capacity to produce andmaintain housing
for low -and moderated:if-me households.

I. BASIC PREMISES

The American Planning Association's recommendations for a new housing policy are based
on the following premises:

A. Decent housing in a suitable living environment is a basic human right to which ell
Americans are entitled.

B. The private sector is, and will continue to be, the !primary provider, owner, and
manager of housing; government's role is catalytic, supplementary, and regulatory,
ensuring that the cumulative effect of individual housing market decisions does not
deprive any segment of society of the opportunity to live in decent housing.

C. The Federal government must increase and redirect the resources which it currently
devotes to housing, seeking partnerships with state and local governments and with
the private sector to maximize the impact of the limited funds which can be made
available.

D. A primary role of the Federal government is to address the root causes within our
economic system which create the gap between housing cost and the ability to pay for
so many American households.

E. It is at the state and local levels that we are best able to design and implement
progranvi to produce and maintain housing which is affordable to low- and moderate-
income households.

F. It is more cost effective to maintain existing housing and its affordability than toproduce new housing.

G. Sound planning, which can coordinate the vast array of local housing programs and
providers toward common objectives, is a -xitical ingredient of an effective housing
strategy.

II. RECOMMENDED FEDERAL ROLE

Based upon the above premises, the American Planning Association recommends the
following four-fold role for the Federal gdyernment in meeting the housing needs of low- and
moderateincome households:

5
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A. Insure that very low-income households have the minimum resources
neccssary to afford decent housing.

We recommend that the rental housing certificate program be retained and expanded
as needed. Consideration also may be given to combining housing certificates with
shelter allowances under the welfare system to provide a single more efficient and
more equitable financial support program for the most needy of our society. Programs
must be designed and administered such that homeless persons are not excluded from
eligibility.'

B. Remove systemic incentives to speculation and overconsumption, and provide
incentives for affordable housing production and maintenance.

In its regulation and stimulation of the national economy, the Federal government
must not contribute to those forces which tend to continuously drive up the cost of
housing. To the contrary, steps should be taken to stimulate construction and
maintenance of affordable housing. We recommend the following as the types of
taxation and regulatory actions which should be taken to support a new national
housing policy:

1. Extend the tax benefits of homeownership to lower income homeowners by allowing
the taxpayer to choose either the full homeowner deduction or a partial tax credit
for mortgage interest and property tax payments.

2. Remove the homeowner tax deduction for second homes.

3. Extend the straight-line depreciation period for rental property.

4. Permit depreciation allowance for owners of 5 or more rental units only if they
submit every 3 years a certification from a local government, or, in the absence of
local capacity, from a licensed engineer or architect that the units comply with a
model housing code .ecognizea by the Council of American Building Officials; and
only if they submit evidence upon sale that tenant associations were given the right
of first refusal io purchase.

5. Establish a high capital gains tax for short-term resale of rec:al property which
declines on a sliding scale to the present capital gains tax rate as the length of
ownership increases.

6. Remove impediments to utilization of the low-income housing tax credit.

7. Classify tax exempt revenue bonds used to finance housing for low- and r6zderate-
income households as essential function bonds, thereby eliminating the provisions
which subject such bonds to state allocation caps and to the Alternative Minimum
Tax.

8. Provide control; and incentives in regulation of credit institutions to insu a that an
adequate share of private credit continues to be directed toward construction and
rehabilitation of affordable housing.

9. Reject all proposals to privatize the Federal Housing Administration and Federal
agencies which provide a secondary market for housing (infirm.

C. Preserve the n;fordability of nxisting Federally subsidized houc:ng.

The current voliy of the Federal government is to divest itself of n direct role in
pr, acing am: mit..ning low-income housing. This withdrawal should not be so

2
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precippous as to threaten the existing stock of housing for low-and moderate-income
households. Furthermore, we should not allow the 1.4 million units of housing which
are currently available to needy households through HUD-assisted programs, such as
Section 8, Section 221(d)(3) and Section 236, to disappear as private developer
contracts expire. Therefore, we recommend that the Federal government:

1. Sell no existing public housing project until a thorough study has demonstrated
that the financial and management capability will exist to assure the longterm
availability of such units to tenants similar in income to present tenants. Existing
public housing should be modernised and rehabilitated before it is turnedover to a
local government, a tenant association, or a nonprofit organisation.

If turned over to alenant association, the Federal government should assist in the
formation of a limited equity co-op or mutual housing association to guarantee the
long-term affordability of the units.

2. Require all private owners of existing Federally subsidised housing to provide a six-
month notice to tenants and to local government of their intent to convee. the units
to market rate housing and to give the right of first refusal to purchase the property
to the building's tenant association, a local government, a public authority, or a
nonprofit organization. If displacement should occur, the private owner should be
required to provide relocation assistance.

In addition, the Federal government should provide the financing and technical
assistance which may be needed to create a viable limited equity co-op or mutual
housing associatio. to guarantee the long-term affordability of the units.

D. Delegate to state and local governments the responsibility and resources toproduce and maintain affordable housing.

During the past six years, state and local governments have valiantly attempted to fill
the void created by the withdrawal of the Federal government fromhousingprograms.
The vast array of creative programs fashioned by public and nonprofit agencies to meet
the specific needs of their constituencies has demonstrated that housing production
and maintenance programs are most effectively designed and implementedat the state
and local levels. Moreover, it is at the local level that authority rests for the regulation
If housing production and maintenance, through tools such as subdivision ordinances,
zoning codes, development and design standards, and code enforcement.

The existence of public and private agencies whic.n are implementing effective housing
programs at the state and local levels offers an unprecedented opportunity to leverage
limited new Federal funding to maximum Impact. We, therefore, recommend two new
incentive housing block grant programs, to states and to local governments, as follows:

1. Create. new state incentive housing block grant program.

A portion of the funds should be allocated to every state based upon relative need.
The remainder of the funds, which should become the major portion of the block
grant program over time, should be allocated on an incentive basis to states to the
extent that they have raised matching funds for low-and moderate- housing
through mechanisms such as state housing trust funds, general obligation bonds, or
general fund appropriations. (It is recognized that direct Federal support will be
required to meet the housing needs of low- and moderate-income Native American
households residing within Indian reservations and villages, and may be required
to meet the housing needs of rural households through a strengthened Farmers
Home Administration.)
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2. Expand the Community Development Block Grant (CLIBG) Program.

The CDBG program should be expanded to include a lace: housing block grant
element which would provide additional funds to match funds raised locally for low-
and moderate-incomeliousing. The expanded program might be called the Housing
and Community Development Block Grant Program, reflecting a requirement that
the major portion of the total funds (say, not less than 70 percent) be devoted to
housing for low-and moderate-income households. As with the present CDBG
program, funds should be allocated directly to metropolitan cities and urban
counties, and through the states to smaller cities.

3. Permit state and local governments to directly utilize housing block grant funds, or
to allocate them to private and non -profit housing developer. and to housing
authorities, for a wide range of activities which benefit housing for low- and
moderate-income households. Included would be grants and loans for construction,
rehabilitation and improvement of housing, home ownership and rental assistance,
code enforcement, provision of emergency shelter and technical assistanceJseed
money for nonproflt community based sponsca. Block grant funds should be
allowed to be combined with other housing funds, as In the provision of "gap
financing" to leverage bond proceeds and conventional financing.

4. Require each state or local recipient to prepare and adopt a housing plan before the
incentive funding is released, and to update such plans at five-year intervals. The
proposed planning pincers is intended to direct the expenditure of limited funds to
the most effective actions, to coordinate the vast array of public and private actions
toward common objectives, and to provide a mechanism for public participation and
review. The state plan should contain sub-plans by market regions, which could be
prepared by or In cooperation with existing regional planning agencies. All Plain'
should be part of and/or consistent with the comprehensive plans for each
jurisdiction. Each plan should address, at a minimum, the following:

a. Analists of current housing problems and issues, including gaps between supply
and demand, mismatches between cost and ability to pay, overcrowding, and
physical condition.

b. Long-range forecast of housing demand by type and price range. These forecasts
should take Into account a fair-share allocation among communities of housing
for low-and moderate - income households. The fair -share approach should be
developed as part of the state plan and be incorporated in a consistent manner in
all local plans.

c. Estimate of specific housing needs during the next five years to serve all
segments of the population, including low- and moderate-income families, the
elderly, the handicapped, and the homeless. the estimate should include a
reasonable commitment toward meeting the long-range fair -share allocation.

d. Analysis of obstacles to development, maintenance, and Improvement of
housing for low- and moderateincome households, including local land use and
building codes, cast and availability of mortgage loans, lack of developable land,
etc.

e. Long-range goals and short-range objectives. The objectives should be in the
form of specific, quantified (where possible) targets for the next five years.

f. Recommended action strategy. The set of recommended actions to achieve the
five-year ob ves should be specific as to responsible agency, funding Is rce,
and targeted output.

4
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g. Citizen participation. The process and products of citizen participction in
preparation of the plan should be documented.

h. Displacement and other negative impacts. The plan should seek to minimize
and/or mitigate its effect upon displacement and its other negative impacts upon
th4 overall environment. It should include an adequate relocation assistance
program.

5
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ABOUT THE AMERICAN PLANNING ASSOCIATION

The American Planning Association (APA) is a national organization of 21,000 members.
including public and private planners and elected and appointed officials at all levels of
government as well as educators, students and interested citizens. APA members belong to
45 chapters covering every state and Congressional district. They can also belong to 15
divisions focusing on such functional areas as Housing and Human Services.

The primer; ubJective of APA is to advance the art and Went* of planning for the improved
development of the nation and its states, region, and communities.

APA was Conr."1 in 1978 through the consolation of the American Institute of Planners,
founded in 1917, and the American Society of Planning Officials, founded in 1934.

Within APA is the American Institute of Certified Piners which focuses on professional
development. Members of AICP are distinguished by having met experience requirements
and by having wooed an examination on planning principles and practices.

The American Planning Association and its chapters have wholeheartedly supported
legislation at the national and state levels to make housing affordable for all Americans and,
in particular, for low. and moderateincome families.

APA's research activities have also been directed towards providing state and local
governments with practical measures that they can adopt to increase the affordability of
housing. In recentyears,APA has developed and disseminated information on such top;r, es:

pinning Agency Ideas for Ens° urseint 1.4w. and Mocl e4te-In come Housing 1977.

Integration in Hous:nr A Pion for Raciol Diversity in Two Vilszes. 1978.

Intlugon Iry Zoning Regulations: An Utekte. 1980.

Low. and Moderate.In come Housing: Part 1, Increasing the Supply and Accessibility. 1980.

Low. and ModerateIncome Housing; Part 2, Conserving What We Have. 1980.

Accessore Apartments: Using Surplus Space in SingleFamily Houses. 1981.

pro Lot Une Development. 1982.

Changing Development Standards for Affordable Housing. 1982.

Increasing Housing for the Elderly. 1983.

hfier jp14e Single-Family HousinrA Review of DeveloprnenOtandards. 1984.

Sh Houdng An AfforAlternative. 1985.

Ipclusion Iry Zoning Moves Downtown. 1985.

Regulating Manufactured Housing. 1986.
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This statement on National Housing Policy was prepared by a Special Committee of the
American Planning Association and was reviewed and commented upon by its Board of
Directory, its Chapter Presidents and its Division Chairs.
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NATIONAL MANUFACTURED HOUSING CONSTRUCTION

AND SAFETY STANDARDS ACT OF 1974, 42 U.S.C. 5401 et. seq.
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24 C.F.R. 53280, THE CONSTRUCTION AND SAFETY STANDARDS AND
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AN EVALUATION OF THE
NATIONAL MANUFACTURED HOUSING CONSTRUCTION

AND SAFETY STANDARDS ACT OF 1974, 42 U.S.C. 5401 et Aga.
AND THE HUD REGULATIONS IMPLEMENTING THE ACT

24 C.F.R. 53280, THE CONSTRUCTION AND SAFETY STANDARDS AND
24 C.F.R. 53282, THE PROCEDURAL AND ENFORCEMENT REGULATIONS

FOREWORD

The National Manufactured Housing Construction and

Safety Standards Act of 1974, 42 U.S.C. 55401, et ass.

("Act") (Attachment 1), was implemented by Construction and

Safety Standards and Procedural and Enforcement Regulations

promulgated as of June 15, 1976 (Attachment 2). In the

ensuing ten years, approximately three million manufactured

housing units have been produced by the industry. It is

appropriate, therefore, to consider the effectiveness of the

regulatory scheme at this juncture. This analysis will

attempt an evaluation, admittedly from the standpoint of the

producers of manufactured housing. Most of the data used is

based upon examinations of records and documents within the

custody of the Department of Housing and Urban Development

and the records of private companies.

By the early 1970's production of mobile homes had

risen to 566,920 units per year. Production and sales,

however, have never again reached such a high level.

Indeed, since the enactment of the Mobile Home Act,
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production has been nearly static, without any appreciable

increase.

Both industry and the public joined in supporting

the adoption of the 1974 Act. The industry saw the

preemption provision of the Act as a possible solution to

expensive and time consuming efforts necessary to comply

with multiple building codes in the states and local

jurisdictions. There also had been consumer complaints

regarding some industry products. These influences

encouraged Congress to establish a nationwide building code

for mobile homes. The original Construction and Safety

Standards were essentially similar to the American National

Standards Institute ("ANSI") Stanlard A119.1, which had been

developed jointly by various voluntary sctndard agencies.

(Attachment 3.)

Both ANSI A: 9.1 and the new HUD Code incorporated

by referer-e thousands of standards for materials and

components, as did the building codes of the individual

state and subordinate entities. Consequently, the

Construction Code was published by HUD in December of 1975

with the understanding on the part of both industry and the

Department that the regulations were not the last word, but

rather that they represented an evolving scheme which would

be modified from time to time as needed. The Procedural and

Enforcement Regulations particularly were recognized as

1 5 4
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being awkward and in need of revision. The latter

regulations, for example, have never distinguished between

major, substantive, or significant deviations from the Code

and insignificant deviations which do not affect the

quality, durability, or liveability of a home. Furthermore,

it was generally recognized by all concerned that mobile

homes were affordable housing for low and middle income

Americans, and that this feature had to be maintained at all

costs. Attached are copies of the Act and the aforesaid

implementing Regulations.

BACKGROUND AND ENACTMENT

A. Overview

'Manufactured Home' means a structure,
transportable in one or more sections, which, in
the traveling mode, is 8 body feet or more in
width or 40 body feet or more in length, or, when
erected on site, is 320 or more square feet, and
which is built on a permanent chassis and designed
to be used as a dwelling with or without a
permanent foundation when connected to the
required utilities, and includes the plumbing,
heating, air-conditioning, and electrical systems
contained therein; except that such term shall
include any structure which meets all the
requirements of this paragraph except the size
requirements and with respect to which the
manufacturer voluntarily files a certification
required by the Secretary and complies with the
standards established under this title.

The National Manufactured Housing Construction and Safety

Standards Act adopted this definition of a mobile home, now

1F 5
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called a manufactured home, 42 U.S.C. 55401. Composing the

definition of a mobile home was a difficult task. Mobile

homes have long been confused with recreational vehicles and

travel trailers. Indeed, many of the companies now

producing manufactured homes developed in the 1930's as

producers of travel trailers as ,h-t1.1 as mobile homes.

Furthermore, at one point in the development of the

manufactured housing industry, the same national trade

association represented both recreational vehicles and

.manufactured housing. By trial and error, howeier,

manufacturers of mobile homes have evolved a design and plan

for housing units built entirely inside factories which may

be transported without damage to the home site.

This uniquely American approach to the problem of

housing, particularly in rural areas, he3 solved a need for

housing which exists throughout America. Consequently, the

demand for manufactured housing rose dramatically from an

annual production level of approximately 1300 units per year

in 1930 to approximately 100,000 units per year in 1960. By

1966, approximately 200,000 units per year were shipped. In

the period 1968 through 1973, the shipments never slipped

below 300,000 and rose as high as 576,000 in 1972. In 1974,

however, production dropped to 329,300 and in 1976 to

212,690. Since the adoption of the Mobile Home Act,

production has never again risen above 300,000.
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The sudden decline in sales in 1974 and 1975

resulted in a decrease in the number of manufacturers from

approximately 330 to approximately 220. The number of

manufacturing plants also declined from about 800 to 500

during the same period. Today, there are no more than 170

mobile home manufacturers in the United States with

approximately 400 manufacturing facilities.

The manufactured housing industry has demonstrated

a genuine (....xcern since its inception theft its products be

manufactured to acceptable levels of safety and quality.

During the early 1950's, the industry trade association

instituted a long-term program of self-regulation in an

effort to implement a recognized national construction code.

Subsequently, in the late 1960's, with the assistance of the

National Fire Prot^ction Association (NFPA) and the American

National Standards Institute (ANSI), the A119.1 Standard for

mobile home body and frame design and construction was

published. In the states which adopted ANSI A119.1, the

manufacturers were provided technical assistance through

trade association experts knowledgeable of the standard.

While pursuing this type of voluntary self-regulation, the

various manufacturers also promoted enforcement legislation

in each state where homes were produced and shipped.

By 1972, 36 states had adopted the ANSI A119.1

standard. Many of these states, however, did not have the

1N7
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resources necessary for effective enforcement. Similarly,

because the ANSI standard was not mandatory in all states,

because problems of upgrading legislation in each state were

sizeable and, finally, because many states exercised

different levels of enforcement of the same standard, the

mobile home industry supported the development of a

pre-emptive national standard.

The significance of s single national standard can

best be illustrated by remarks placed in the Congressional

Record on behalf of the industry in response to an inquiry

by Senator Brock, one of the sponsors of Senate Bill 3604 in

1972.

A single standard for mobile home
construction will allow manufacturers to market
their products on a national basis without having
to build to a variety of state and local
standards. If states are permitted to promulgate
standards which differ or exceed a Federal
standard they are, in effect, forcing
manufacturers to build as many different products
as there are states. A single standard will allow
producers to make a universal product. This
approach accommodates the elimination of costly
production line changes which otherwise add to the
cost of the home. A preliminary benefit of any
standardization is the resultant reduction of unit
cost. Any Federal standards should seek to
realize and pass this benefit to the home buying
public. (Cong. Rec. 5.7782, May 15, 1972).
(Emphasis added.)

Senator Brock thereupon noted: "Rather than face a Myriad of

State requirements and regulations varying inspection

and enforcement procedures, a uniform code will offer the
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consumer a quality, reliable product wherever he purchases."

(Id.)

Although both the industry and Concress thus

recognized the nt.ed for a uniform code of standards in the

early 1970's, confusion still prevailed over the nature and

status of mobile homes as homes rather than vehicles.

Terminology was used in early bills proposirg federal mobile

home regulation which was actually better suited to travel

trailers, recreational vehicles, campers, and even

automobiles. In part, this identity problem stemmed from

the fact that manufactured housing was considered by some

states and the Federal Trade Commission to be personal

property rather than real property, even though the home was

affixed to real property, and never moved again. Indeed, to

this date, the public remains confused about the very

different engineering and purposes of mobile homes,

recreational vehicles and travel trailers.

The practical impact of this type of confusion is

evident from the remarks of Representative Louis Frey of

Florida on May 2, 1972 introducing the first Bill in the

House of Representatives addressing the regulation of the

mobile homes industry, H.R. 14716: "The legislation which

I offer today is modeled to a certain extent on the Motor

Vehicle Safety Act of 1970. . . ." (Cong. Rec. H.3985,

May 2, 1972.) Similarly, of the four House Bills introduced
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in 1972 regulating the production of mobile homes, two

provided for a standard regulating both recreational

vehicles and mobile hom:ts under the same Bill. When the

House failed to support mobile home legislation in 1972,

however, Representative Frey introduced an amended version

of this Bill, H.R. 5224 in 1973. Unfortunately, the

misconception of mobile homes as vehicles was continued by

this legislation, which treated recreational vehicles as

part of the mobile how industry and relied upon the

National Traffic and Motor Vehicle Safety Act of 1966

("Motor Vehicle Safety Act"). Consequently, with the

exception of minor variations, the present Act was

substantially derived from identical sections of the Motor

Vehicle Safety Act. (Attachment 4.)

Sections 602 and 604(a) of the Act, 'for example,

were taken directly from the Motor Vehicle Safety Act.

Compared below is the language of the "Purpose" section of

the Motor Vehicle Safety Act of 1966 and the Statement of

Purpose to H814716 and SB3604.

. . . That Congress declares that the purpose
of this act is to reduce the amount of insurance
costs, property damage, personal injury, and death
resulting from mobile home accidents without any
substantlal increase in the retail price of mobile
homes. Therefore, Congress determines that it is
necessary to establish practical Federal safety
standards for mobile homes in interstate commerce;
to authorize mobile home safety research and
development; . . . (HR14716)
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* *

Congress hereby declares that the purpose of
this chapter is to reduce traffic accidents and
deaths and injuries to persons resulting from
traffic accidents. Therefore, Congress determines
that it is necessary to establish motor vehicle
safety standards for motor vehicles and equipment
in interstate commerce; to undertake and support
necessary safety research and development; . . . .

15 U.S.C. 51381.

Similarly, Section 603 of the original Senate and House

Bills read as follows:

The Secretary shall establish by order
appropriate Federal mobile home safety standards.
Each such Federal,mobile home safety standard
shall be practicable, shall meet the need for
mobile home safety, and shall be stated in
objective terms.

This language is almost identical to Section 1392 of the

National Traffic and Motor Vehicle Safety Act, which reaos:

The Secretary shall establish by order appropriate
F,:deral motor vehicle safety standards. Each such
Federal motor vehicle safety standard shall be
practicable, shall meet the need for motor vehicle
safety, and shall be stated in objective terms.

15 U.S.C. 51392.

Despite the fact that The National Manufactured

Housing Construction and Safety Standards Act was patterned

upon the Act regulating Motor Vehicle Safety, both of its

sponsors, Representative Frey and Senator Brockr wished for

mobile homes to be treated as housing. (See Congressional

Record H.3985, May 2, 1972; Congressional Record 5.7782,

7783, May 15, 1972.) This emphasis coincides with the
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express purpose of the Act "to establish minimum uniform

safety standards." This phrase is virtually identical to

the "purpose" section of the One and Two Family Dwelling

Code which states:

The purpose of this code is to provide minimum
standards for the protection of life, limb,
health, property environment and for the safety
and welfare of the consumer, general public and
the owners and occupants of residential buildings
regulated by this code. (1979 Ed., Chapter I,
Section R-102-Purpose.)

This language, moreover, is substantially the same as that

used in the "Purpose" section of the Uniform Building Code

and the Southern Building Cons.

Although the sponsors of the Act believed that

mobile homes shoule be treated as housing, there was

contrary sentiment expressed in both the Senate and the

House. During 1972, for example, Senator Thomas Eagleton

attempted to amend the Food, Drug and Consumer Product

Safety Act to include the manufacture of mobile homes

because such homes ostensibly were a manufactured product

which might endanger lives. In early 1973, Representative.

Moss of California and Representative Eckhart of Texas,

attempted to clarify the scope of the Consumer Product

Safety Act to include mobile homes and recreational vehicles

as consumer products. These attempts to amend Senator

Brock's Bill, however, failed.

162



149

11

The consequences of the misconceptions engendered

by these efforts are still being felt today. HUD has made

statements both formally and informally which would tend to

show that the employees charged with administering the Act

believe that mobile homes may be classified as "dangerous"

products. Indeed, as the federal mobile home inspection

system has been expanded, reference has constantly been made

to the Act's Statement of Purpose which seeks "to improve

quality and durability," as well as to the language of

Section 604(a), which provides that standards shall meet the

"highest" standards of protection taking into account

existing state and local laws. This language was introduced

by Senator William Proxmire on October 4, 1973 in S.2538.

However, the intent of this language, which remains in the

mobile home legislation, is not clear until the legislative

history of Senator Proxmire's Bill is considered. The

phrase "to improve quality and durability" was based upon

Senator Proxmire's analogy of mobile homes to motor

vehicles. In his statement to the Senate supporting S.2538,

Senator Proxmire stated:

Automobiles are now subject to Federal safety
regulations. There are some similarities between
a mobile home and a car: both are built for
interstate sale; both are sold on conditional
sales contracts; both can have defects stemming
from design and bad workmanship. But now forced
recalls are mandatory on cars with defects. Not
so for ,tobile homes. The fact that both
automobiles and mobile homes both use the highways

1 E 3
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is not a demanding similarity because the homes
are meant to be semipermanently situated.
Recreational vehicles are not covered by this
legislation because they are on the move and are
not used normally as permanent housing.

The purpose, then, of the legislation being
introduced today is to improve the safety and
durability of mobile homes, and thus reduce
deaths, injuries, property damage and insurance
costs connected with the design and construction
of mobile homes. (Cong. Rec. S. 18594, Oct. 4,
1973.) (Emphasis added.)

Wr.cther or not Senator Proxmire believed that

mobile homes and automcbiles were similar, the Statement of

Purpose of 5.2538 was followed by a statement which'

provided: "mobile homes will be supplied with a minimum

warranty to insure adequate levels of quality and durability

in mobile homes." It is a fair inference, then, that when

Senator Proxmire spoke of improving quality and durability

in mobile homes, he recognized that that ase should be

considered in terms of assuring adequate levels of quality

and durability as the phrase was used in building codes.

Senator Proxmire stated that standards to improve the level

of mobile home safety, quality and durability to adequate

levels would ba Lased on research, testing, and evaluation

conducted during the first year after the enactment of the

legislation. (Cong. Rec. 5.18594, October 4, 1973.) He

further stated that in setting such standards, the Secretary

"would consider, . . . whether my; standard he set would
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increase the cost of owning a mobile home beyond the value

of the expected benefits to the public." (Id.)

When the final Bill was enacted, Senator

Proxmire's provision for a minimum warranty to ensure

adequate levels of quality and durability was deleted, while

the language that the purpose of the Act was to "improve the

quality and durability of mobile homes" remained. Thus, if

read outside of the context of its original meaning, the

present language in the Statement of Purpose, "to improve

the quality and durability" can be interpreted as a clear

directive for HUD to periodically upgrade the The Nationa.i.

Manufactured Housing Construction and Safety Standards Act

without statutory limitation. This interpretation is

favored by HUD personnel, regardless of whether current

levels of quality and durability are adequate and

acr-utable, and regardless of whether they are equivalent to

existing standards for site-built homes. Such an approach

discriminates, however, wainst manufactured housing because

it ignores the original Congressional intent that any

standard developed be reasonable, needed, and cost

beneficial to low income consumers. 42 U.S.C. 0403(f). It

is precisely for this reason that industry has objected to

the enlargement of the inspection and quality control system

and the constant pressure from HUD to improve quality and

durability to meet the absolute highest standards. It is
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obvious, then, that some action is needed to dispell the

confusion which has been engendered by the unconscious

comparison of mobile homes with motor vehicles in the

original legislation.

The use of the term "highest standards of

protection" must itself be undersf.)d in the context of the

legislative history of the Bill which was ultimately

adopted. When Senator Proxmire's 'dill S.2538 was introduced

on October 4, 1973, there was a provision under Section 4(d)

stating "nothing shall prohibit state or political

sub-divisions from establishing a constructicn and safety

standard that is identical to or more stringent to the

federal standard." Senator Proxmire was particularly

concerned about federal preemption because he believed that

Wisconsin had "recently passed a strong law which promisefdl

to increase "mobile home safety." (Co-g. Rec. S.18513,

October 4, 1973). Thus, when Senator Brock in his statement

said "these standards shall meet the need for mobile home

safety, durability and quality and shall meet the highest

standards of protection, taking into account existing state

and local laws" (Cong. r,c. S.22341, December 19, 1973)

(emphasis added), it was obvious that the language was

included so that the federal standard would meet the highest

of local standards then in place, not the highest

conceivable building standard.

:
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The term "highest standards" was included in

Section 604(a) of the Act to ensure that the standards

developed during the first year after passage of the Act

would be at least as high as existing state standards at

that time. The term "highest standards" must be considered

in the context of the state and local laws being enforced at

the time the Act was passed. Following implementationof a

pre-emptive federal standcrd, adoption of additional more

stringent state or local laws was prohibited. The "highest

standard" language was not meant to drive construction coons

into super-safe functional levels, but was instead intended

to ensure that the federal code was at least as high as any

existing state code.

Failure to clarify this language will result in

future misinterpretations by HUD employees and HUD's

contract agents as to the intent of Congress with respect to

HUD's direction to establish standards. If such a

direction is interpreted as establishing a goal that mobile

homes be built to eventually meet the highest possible

building standards, mobile homes cannot and will not meet

the need for low cost, affordable housing in America. Such

a standard, moreover, would discriminate against

manufactured housing, insofar as site-buili: homes are not

subject to ever mor rigorcns and unrealistic standards.
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B. Research, Development, Testing and Evaluation

Although HUD is now engaged in enlarging its

research, testing, and evaluation functions, the original

intent of that portion of the Act which refers , research

and testing was far different than is now being asserted.

(Cong. Rec. S.18594, Oct. 4, 1973.) It was the intent of

Congress that research, testing and evaluation conducted

primarily during the first year after passage or the Act.

(Id.). Additional research, testing, and evaluation was to

be conducted as necessary to ensure minimum standards of

safety, quality and durability meeting reasonable levels of

protection considering relative costs. Research and

development were not to be conducted for the sake of mere

inquiry, nor to maintain the quality and durability of homes

beyond a reasonable level. The quality and durability

language of the Statement of Purpose, however, has led to

unnecessary and excessively costly inspections an' needless

standard-making on the part of HUD.

C. The Availability of Affordable Housing

The industry is concerned that manufactured

housing continue to be produced in a cost-effective manner

so that this source of affordable housing will be available

to all Americans. In this respect, it is interesting to
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compare the spiraling cost of conventional housing to that

of manufactured housing. A large number of American

families are currently unable to purchase a conventional

site-built house. Manufactured housing, however, has

remained affordable and available for low and moderate

income families. It is estimated that approximately 250

man-hours are required to build a manufactured home on a

production line which runs day and night as long as needed

and is invulnerable to .e2e weather. Due primarily to this

production efficiency, the average sales price of a

manufactured house can be one-fourth or one-fifth the

average sales price of a site-built home. In 1980, the

average cost per square foot for a manufactured house was

$17.80, although site-built homes had risen to $36.00 per

square foot. The United States Department of Commerce

indicated that in 1979, the average cost of a manufactured

house was $17,600 compared to the average price of a

site-built home of $71,900. These figures rose in 1981 to

$19,000 and $88,300, respectively, and to $21,500 and

$97,600 in 1984, $21,800 and $100,800 in 1985 and $22,400

and *111,900 it 1986. Thus, approximately 80 percent of the

houses sold for under $40,000 in the United States are

manufactured in factories.
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D. Conclusion

The National Manufactured Housing Construction and

Safety Standards Act of 1974 has been successful in ensuring

that mobile homes are built to levels of quality, safety,

and durability equivalent to or better than conventional

homes. At the time that federal mobile home safety

legislation was first considered by Congress, the safety,

quality and durability of mobile homes had been criticized.

Any such legitimate c:"ticism has new been remedied through

application of the Act. Unfortunately though, unfair and

uninformed criticism continues today, based in part, on the

argument that purported inadequacies of the ANSI standard

were incorporated into the HUD standard. But, as noted

earlier, the greatest inadequacies of the ANSI code

consisted in state enforcement procedures, rather than the

substance of the code itself.

The most comprehensive summary of the state of the

art in mobile home design and construction was made by Dr.

Arthur Bernhardt in 1978, in his report to HUD, "Building

Tomorrow: The Mobile/Manufactured Housing Industry," MIT

Press, Cambridge, Massachusetts, 1978:

The mobile home from an engineering point of view,
is a more sophisticated structure than the
conventional home. It is engineered to satisfy
the same loading conditions of a conventional home
while selling at a fraction of the cost. At the
same time, it must meet the greater, sharper, and
unpr(Jictable, dynamic conditions caused by
over-the-road movement.
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*

The claim that the mobile home is of inferior
construction is not justified. The basis of this
claim is caused by a one-to-one comparison of
structural members in a conventional home and a
mobile home. Such a comparison, however, is
meaningless because of the difference in structure
design principles used. Mobile home design
principles are more efficient than those used in
the structural design of the conventional home.
(Bernhardt (Unpublished Study for the U.S.
Department of Housing and Urban Development]
"Manufacturing," pages 86, 93.)

The HUD standards included certain improvements over the

ANSI 'standard, but homes built to the HUD standard are

equivalent in every way to homes built to conform to any

building cod: currently enforzed in the United States.

American ingenuity has thus developed a unique

product which satisfies the need for affordable housing by

building each unit in a factory on a steel chassis which can

transport the home to the site. This concept satisfies the

need for rural housing, particularly where large scale site

housing cannot be made available. Unfortunately, there

remains a prejudicial attitude about manufactured housing

because of its origins. It was started at a time when

manufacturers were building both recreational vehicles and

mobile-homes. But those two lines of products diverged

sharply and the idea of building a house in a factory has

resulted in production efficiency and cost savings.

Unfortunately, some of these misconceptioni found their way
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into the National Manufactured Housing Construction and

Safety Standards Act. Despite such misconceptions, though,

the phrases which were used in such statements as the

Statement of Purpose of the Act were clearly not meant to

require an unlimited improvement in quality, durability and

safety without consideration of cost and the need for

affordable housing.

172



159

ASSOCIATION OF LOCAL HOUSING FINANCE AGENCIES

Proposed New National Housing Policy and Program
October 5, 1987

I. THE PROBLEM

A. Magnitude of the Problem

The number of low-income households is increasing while the
supply of decent and affordable housing stock is declining, a
situation which has rehched crisis proportions. Evidence
reveals that:

1. Between 1974 and 1983, the number of rental households
earning under $10,000 increased by 3 million to an
estimated 12 million. At the same time the number of
rental units affordable to these households declined by 2
million ts 9.3 million.

2. Two-thir4s of the 23 million very-low-income households (50
percent of median income or less) currently pay excessive
rents (more than 35 percent of income) or live in
physically inadequate structures.

3. Expiring federaL contracts and low-income occupancy
restrictions have put at risk a substantial number of the
1.9 million privatelp.owned, federally-assisted. low-income
rental units under the Section 8, 5r-;:on 216, and Section
221(d)(3) programs; some estimates Indicate that as many as
900,000 units could be lost from low-income stock by
1995 as their mortgages are "prepaid."

4. Estimates of the number of rersons who do not hrtve a
permanent address or means of shelter vary between 350,000
and 3 million.

5. Many low- and moderate-income potential first-time
homebuyers are priced out of the conventional mortgage
market.

B. Recent Response to the Problem

The federal government's recent response to the low- and
moderate-income housing crisis has been to:

1. Reduce by over 70 percent (from $30.2 billion in FY 1981 to
$7.4 billion in FY 1987) direct federal expenditures to
meet the housing needs of low- and moderate-income persons.
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2. Eliminate or curtail tax incentives to stimulate new
production and rehabilitation of affordable housing for
low- and moderate-income persons including:

a. eliminate the incentive for private investors to
invest in low-income rental housing;

b. replace previous investment incentives with a new
low-income housing tax credit which, in the absence of
additional subsidies, is of insufficient value to
stimulate significant production of new rental housing;
and

c. dramatically reduce the ability of state and local
governments to provide tax-exempt financing to
stimulate affordable housing 'pportunities for low- and
moderate-income renters and first-time homebuyers.

II. A POSSIBLE NEW RESPONSE

The federal government should reaffirm as national policy "the
goal of a decent home and a suitable living environment for every
American family" first enunciated in the Housing Act of 1949. Tc
achieve this goal, Congress should reaffirm the annual production
benchmark of at least 600,000 units mandated in the 1968 Housing Act
but abandoned over the past several years.

Pursuant to this policy the federal government, in partnership
with local and state governments, the private sector, and rbe non-
profit community, should stimulate affordable housing opportunities
for low- and moderate-income persons.

Furthermore, Congress should rely on the lessons learned from
past federal policy and programs and build upon the considerable
capacity and expertise existing within local and state governments,
the private sector, and non-profit organizations, all of whom have
accepted greater responsibility for the provision of housing as the
federal government has stepped back.

A. Assuming Roles to Provide Affordable Housing

1. The federal government should provide direct federal
expenditures, provide appropriate tax incentives, and
provide credit supports to stimulate affordable housing
opportunities.

2. State governments should implement federal housing programs
as appropriate but should never serve as the exclusive or
primary deliverer of federal housing programs below the
federal level; provide capital and other assistance from
their own resources to local governments, to the private
sector, and to non-profit organizations to create affordable

2
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housing; and remove any legal constraints on the ability of
local governments to provide affordable housing
opportunities.

3. Local governments (and their designated agencies) should:
imrlement federal housing programs as appropriate, usually
serving as the primary deliverer of federal housing programs
below the federal level; to the extent possible provide local
capital and other assistance to themselves, to the private
sector, and to non-profit organizations to create affordable
housing opportunities; and enact policies (such as
inclusionary zoning, impact fees, and linkage programs) which
increase affordable housing opportunities.

4. In partnership with local governments and their designated
agencies, the private sector should be relied upon to the
extent feasible to construct, own, and manage affordable
housing for low- and moderate-income persons. In addition,
the non-profit sector, where appropriate and feasible,
should be utilized by local governments and their
designated agencies to provide affordable housing
opportunities through construction, ownership, and
management. The financial, management, and creative
resources of each participant in these partnerships should
be leveraged in a way that results in the greatest benefit
to those in need of affordable housing.

H. Learning from Past Experience

A new national housing policy should incorporate lessons
learned from previous federal housing policies and programs.

1. Mixed-income developments foster a positive housing
environmen and have helped eliminate the stigma attached to
publicly assisted housing.

2. High-density public housing developments, with heavy
concentrations of households with similar, very low incomes,
are not conducive to a positive housing environment and are
often socially counterproductive. Conversely, public
housing units located on scattered sites have had much more
success in gaining neighborhood acceptance.

3. Despite the fact that deep rent-subsidy programs targeted to
the very-low-income persons are very costly, they are the
only way to respond to the housing needs of such persons and
should be maintained and adequately funded as separate
programs.

4. Flexible block grants *o local governments have worked
very successfully in the community development area
and should serve as a model for housing programs.
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5. Many local and some state governments have developed
expertise in financing affordable housing which should be
capitalized on in future programs.

6. Many local and some state governments have become very
innovative in creating and packaging federal and other
resources to stimulate affordable housing opportunities.

III. PROGRAM PROPOSALS

A. Rental Housing Production

Congress should enact a new Housing Production Incentives
Program (HPIP) to assist directly local governments and their
designated agencies (and, where appropriate, state governments)
in constructing, acquiring, and rehabilitating housing for low-
and moderate-income persona. The private or nonprofit sectors
could also receive federal assistance -- through local
governments -- for these same activities.

The program should be adequately funded and should at least
include funding now authorized for public housing construction,
Housing Development Action Grants, Rental Rehabilitation Grants,
Section 312 Rehabilitation Loan Repayments, and Section 8
Moderate Rehabilitation.

Funds could be used for capital grants for development,
acquisition, and rehabilitation activities; direct loans; loan
guarantees; interest rate subsidies; rent subsidies; operating
assistance; and for programs designed to meet special housing
needs such as transitional housing and shelters for the
homeless, housing for large families, and housing for the
elderly. Each grantee would select one or more of these
activities for funding under the Housing Production Incentives
Program based on the relevant affordable housing needs in its
jurisdiction.

Most of the funds would be distributed as entitlements
directly to metropolitan cities and urban counties which would
designate a lead agency with a demonstrated capacity to carry
out a housing production program; the balance of funds would be

distributed to states or to the Department of Housing and Urban
Development for use in areas not receiving entitlements. A
minimum entitlement amount would be established, below which the
funds would revert to the state or HUD pool.

Eligible properties would include existing, newly constructed,
and rehabilitated housing with at least 20 percent of the units
available to those whose incomes do not exceed a specified
percentage of the area median income and with tenants paying no
more than 30 percent of their income for rent. [Congress should
acknowledge and address the fact that the income targeting

4
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requirements stipulated in the 1986 Tax Act make housing programs
unworkable in many urban areas, and can only be accomplished
through a more valuable low income tax credit and/or additional
subsidy.] The market rate rents applicable to the balance of the
units would help subsidize rents on the set aside units.

Properties so assisted must retain occupancy restrictions
for at least 20 years.

HPIP grantees would develop a comprehensive housing plan
identifying local low- and moderate-income housing needs, and the
specific activities which available resources would fund to
respond to those needs; adopt relevant policies providing for
affordable housing such as inclusionary zoning, impact fees,
density bonuses, linkage programs; demonstrate how they
would leverage federal funds with those from non-federal sources;
and demonstrate capacity to carry out a housing production
program.

Grantees would insure, to the maximum extent possible, that
activities undertaken would avoid displacing existing tenants;
assistance would be provided to those involuntarily displaced.

B. Leep Subsidy Program/Public Housing Modernization and
Operation

Apart from the Housing Production Incentive Program, Congress
should continue to provide separately operating subsidies and
modernization funds for existing public housing units as well as
funds for Section 8 Existing Certificates and Housing Vouchers,
since these are established, on-going programs.

C. Tax-Exempt Bond Provisions

Congress should define as "governmental" tax-exempt bonds
which are issued for multifamily rental housing projects meeting
specified targeting requirements. Consequently, these bonds would
not be subject to the unified volume cap or the alternative
minimum tax, thereby facilitating their use in conjunction with
the Housing Production Incentives Program. Such a definition
recognizes that providing affordable rental housing for low- and
moderate-income persons is indeed a legitimate and traditional
function castled out by local government.

Furthermore, Congress should continue to require that at least
20 percent of the units in any bond-financed multifamily rental
housing project be set aside for households whose incomes do not
exceed 50 percent of the area median (or40 percent at 60
percent), adjusted for household size. As mentioned above, the
income targets must recognize the wiea variations in local housing
markets and production costs across the country and result in
economically viable projects.

5
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To enhance the effectiveness of the HPIP and bond program,
Congress should add value to the low-income housing tax credit, as
described below.

D. Low-Income Housing Tax Credit Provisions

The current low-income housing tax credit requires that 20
percent/40 percent of the units in an eligible project be set
aside for those with incomes at 50 percent/60 percent of the
median, and provides a 4-percent credit on the set-aside units
financed with tax-exempt bonds or receiving federal funds or a 9-
percent credit if conventionally financed. As structured, the tax
credit is of insufficient value, absent any additional subsidy, to
achieve the required targeting or to stimulate sufficient
production of new affordable rental housing. To ove.7come this and
other shortcomings in the credit, Congress should:

1. Increase the vlua of the credit by providing either a 3-
percent cr441: for all units in the project, with an
additional 5-perc^nt credit on the set-aside units (not
figured on a pr, at -value basis); or a 7-percent credit for
the set-aside units in projects financed with tax-exempt
bonds and an 11-percent credit for the set-aside units on
conventionally-financed projects.

2. Permit the carry-over of tax credit authority for up to three
years to accommodate projects which cannot be placed in
service during the year in which tax credit authority is
available for allocation.

3. Eliminate (or at least extend for 5 years) the December 31,
1989 sunset of the tax credit.

E. Other Real Estate Provisions

Congress should allow multifamily rental housing projects
meeting targeting provisions enumerated in this proposal to be
depreciated over 19 years at a 175-percent declining balance.
This would distinguish such projects from the rest of
residential rental real estate and provide further incentive to
invest in such projects.

F. Preservation of Existing Low-Income IKIsing Stock

Congress should provide incentives to help insure that the
existing low-income housing stock subsidized or in ed under
the Section 8, Section 236, and Section 221(d)(3) p,ograms be
retained in the low-income stock. Specifically, it should:

6
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1. Create the Housing Production Incentives Program detailed
above to provide local governments with a source of needed
preservation incentives as well as with funds to replace any
lost units.

2. Allow local agencies the right of first refusal to purchase
projects that are slated for conversion to market-rate
rents.

3. Improve the value of the low-income housing tax credit for use
with these projects.

4. Require any projects receiving rehab financing to extend the
occupancy restrictions for the duration of the mortgage.

5. Increase the allowable rate of return (currently capped at 6
percent).

G. Homeownership Opportunities for Lower - Income Individuals

The existing Mortgage Revenue Bond Programs, and in certain
areas the Mortgage Credit Certificate Programs, have served as
an eifective, efficient means of assisting low- and moderate-
income first-time homeowner buyers. Therefore, Congress should
eliminate (or at least extend for 5 years) the sunset of the
Mortgage Revenue Bond (MRS) and Mortgage Credit Certificate
(MCC) programs to provide homeownership opportunities to first-
time homebuyers; increase the income limits for the MRB and MCC
programs to 120 percent of median in non-targeted 'ens; and
require by statute that, to the extent feasible 4x .ng into
account prevailing interest rates and local hous_:g market
conditions, MRB and MCC issuers serve persons of lower income
before those of higher incoma.

The federal government should administer the Nehemiah
Housing Opportunity Grant Program to provide homeownership
opportunities through non-profit organizations for families in
distressed areas.

H. Role of Federal Housing Credit Agencies

1. Secondary Mortgage Market Participants
Congress has not provided a clear mandate for, and the
administration has opposed the active participation of FNMA
and GNMA in affordable housing programs through adequate
credit support. Consequently, these agencies have not
participated sufficiently to meet the credit needs of local
housing finance agencies. Furthermore, FHLMC has not
participated at all, in spite of the fact that savings and
loan institutions and savings banks are among the most
active real estate lenders, but lack the ratings required to
serve as credit enhancers.
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Therefore, a new federal housing policy should:

a. contain a clear mandate that the major federal housing
credit agemOts - FNMA, GNMA and FHIMC provide credit
support for both tax-exempt Ltd taxable housing
obligations of local governments. Beyond this,
the mandate should place a high priority on providing
credit support for affordable housing financings.

b. FNMA, GNMA, and FHLMC should impose security and
underwriting requirements on tax-exempt bond-finance
single-family programs that are less stringent than those
applied .n conventional secondary market programs. These
agencies should develop underwriting criteria for
multifamily programs with input from local bond issuers
and financial institutions.

c. Loan guarantee fees related to affordable housing
programs should be priced at cost, including risk
conbideration, rather than at "market value."

d. Congress shoul4 not encumber these agencies' programs
with overall credit authority caps or excessive user
fees.

2. Federal Housing Administration
To counteract the deterioration of the agency over the past
six years, Congress s auld renew FHA's mandate to
participate fully in musing insurance and guarantee
programs. Congress should not privatize FHA nor restrict
its operations with volume limits, additional user fees, or
income targeting, but should instead revitalize the agency.
Specifically, the mandate should:

a. Increase professional staffing at FHA in the area of
multifamily insured programs;

b. Maintain FHA's role in single-family mortgage insurance,
given the demonstrated inability of the private mortgage
insurance (PMI) industry to serve moderate-income
homebuyers. The FHA should not increase fees to the
levels charged by PHI companies or limit the income of
borrowers utilizing FHA insurance; such actions would
weaken the ability of FHA to balance its risk
portfolio and to serve moderate-income borrowers;

c. Revise the FHA insured mortgage limits to mirror the
limits applicable for mortgage revenue bond programs (90
percent of the area average purchase price). This would
recognize the wide variation in local housing raarkets
and allow for more timely adjustments to the limits; andd. Revise the FHA policy which delays payments of claims on
multifamily insurance defaults to allow more time for
defaults to be cured. This policy increases the
required debt-service reserve funds or GNMA collateral

8
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requirement, causing a hardship for local bond
issuers. Congress should revise this p^' 'y for those
cases when FHA insurance is used with . -.x-exempt or
taxable bond to finance low- and moderate-income housing
projects.

3. New Credit Support Program
One of the most critical problems in financing rental housing
which is affordable to low- and moderate-idcome households is
the high cost of debt financing and the dearth of equity
capital si.lce enactment of the Tax Reform Act of 1986. To
provide a ready market for these higher risk, non-enhanced
loans and to generate a source of equity investment for such
projects, Congress should establish a new secondary market
credit support program to buy and securitize below-market
first and second mortgages fog low- and moderate-income rental
projects. Under this program local housing finance agencies
and/or local lenders approved for such a program would
underwrite mortgage loans using standardized lending criteria.

These mortgages would then be purchased by an Irm of GNMA or
other appropriate agency, guaranteed and in turn package4 to
be sold in the prtvate securities market as a means of raising
debt and equity capital, thus helring to make up a gap in the
project's financing. The debt service of the project would be
reduced to accommodate the reduced rents on units set aside
for lower income households, with the remaining debt service
raised through equity participation and if needed other
government subsidy such as through the proposed HPIP. The
extent of the targeting would be commensurate with the amount
of equity sold or available subsidy.

IV. CONCLUSION

Adoption of this proposal would:

o Create two new mechanisms to provide affordable housing:
the Housing Production Incentives Program and a new
credit support program;

o Recognize a continuing federal role in housing
policy/programs;

o Utilize the 'apacity developed by local and state
governments, the private sector, and non-profit
organizations;

o Reward non-federal resource commitments;

o Recognize and leverage limited federal funds;
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o Minimize federal approvals;

o Build upon the lessons learned from previous programs; and

o Allow for a flexible, tailored approach tc housing
needs/solutions.

ABOUT THE ASSOCIATION OF LO,AL HOUSING FINANCE AGENrIES

ALHFA is a non-profit association of professionals in the housing
finance industry. Regular members are ome 130 city and county
agencies which finance affordable housing for low- and moderate- income
persons through a variety of means -- tax exempt bonds, taxable bonds,
Federal grant programs and state and local subsidies. Affiliate
members are those organizations and firms providing technical
assistance to local agencies.
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AtV.
Coma FOR RURAL

HOMGANDDEVEIONer

TOWARDS A NEW FRAMEWORK FOR HOUSING POLICY

The Council for Rural Housing and Development (CRHD) is

pleased to have the opportunity to submit its thoughts on a

national housing policy for rural America to the Senate Committee

on Braking, Housing and Urban Affairs and its distinguished Task

Force. By way of background, CRHD is a national association of

over 175 member organizations, including 14 state associations,

actively involved in the construction and managemen: of rural

rental housing through the Farme-s Home Administration's Section

515 program.

I. THE NEEDS OF RURAL AMERICA ARE WELL SERVED BY FmHA

The housing needs of rural America are very much different
from those of urban America. Very low incomes, reduced service
availability, and a dearth of existing housing stock in rural
areas impelled Congress i., 1963 to adopt the Section 515 program.
This loan program has been extremely effective in providing
decent, safe and affordable rental housing in rural areas. It
has an extremely low decault rate of less than one percent, and
now provides over 376,000 units of housing to over 750,000
family, elderly, and handicapped citizens across the U.S. at a
construction cost which averaged less than $33,000 per unit in
1986.

In fat, the General Accounting Office (GAO) recently
released a report ("Rural Rental Housing: Cost Information on
FmHA's Section 515 Program and other Rural Housing Options")
which substantiates the success of the Section 515 program in
serving the needs of very-low income households. GAO reported
that the program is benefitting mostly very low income households
in rural areas; almost half of the households contacted by GAO
paid 1,eluced rents after moving into Section 515 apartments; and
of three rural housing programs analyzed Section 515, the
Section 502 homeownership program and housing vouchers -- Section
515 was found to be the least exp-nsive way to serve very low
income tenants.

2300 M Street. Northwest. Fourth Floor. Washington. DC. 20037 (201)955.970
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Because of the acute differences between rural and urban
housing needs, CRHD believes the rural and urban housing programs
should remain separate. The Farmers Home Administration provides
an excellent existing structure for delivery of housing to rural
America. We would be vehemently opposed to replacing FmHA with
an alternative housing agency or moving the responsibility for
FmEA housing programs to the Department of Housing and Urban
Development (HUD). "Urban" is HUD's middle name, while FmHA is a
tradition. in rural communities. Its delivery system and field
offices reach deep into the community, an important element in
developing and maintaining very small projects in remote
locations.

II. LOOKING AT ALTERNATIVES

To develop CRHD's position on future rural housing programs,
the president of CPHD appointed a special task force with the
charge to look at every possible option in addition to the
present Section 515 program. The task force made an extensive
canvass of possible methods of providing rural housing other than
Section 515.

Special scrutiny was given to a housing block grant program
as CRHD understand that several housing organizations are
forwarding this proposal. We concluded that while a block grant
program may be appropriate for urban areas, it would not be an
effective mechanism for providing housing in rural areas. The
success of a block grant program rests on existing government
agencies to administer the program. Pural localities do not have
the professional staff, knowledge, or expertise necessary to
administer complex housing programs. Most rural areas would be
incapable of even completing the required application.
Furthermore, a block grant program, if it were to involv? an
allocation formula sit.ilar to any of those currently in eft2ct,
would not provide small rural communities meaningful allocations.
The amount of money available would not be sufficient to provide
any significant new construction of housing. In short, a block
gra.,1- program would not work in rural communities because they do
not have the capability to administer the resources and because
such a program would not provide resources in sufficient amounts
to small communities to get any housing built.

III. RETAIN AND IMPROVE SECTION 515

A. koln Guarantee Program

As a result of our analysis, we concluded that the Section
515 program should be retained in rural areas. However, there
are certain improvements that can be made to the Section 515
program to make it ev'm m-re housing effective and cost
effective. For example, for the past several years, CRHD has
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advocated a demonstration program to explore an alternative
funding mechanism. Instead of FmHA making direct loans, in the
case of multifamily housing, it would be possible in many areas
for non-federal lenders to make the direct loan to the developer
with an FmHA loan guarantee analogous to the loan insurance
provided by the Federal Housing Administration. There is a very
important caveat. however. To produce affordable rental housing,
the Farmers Home Administration would still have to subsidize the
interest rate on those loans.

Since this is a radical departure from present practice, it
is not recommended that this change be made all at once.
Instead, it should be attempted on a demonstration basis with 10%
of the funds allocated to Section 515 being utilized under the
loan guarantee experiment. If the experiment proved successful,
the program could be broadened to encompass a significant portion
of Section 515 multifamily loans over several years.

Statutory authority already exists for guaranteed loans,
pursuant to Section 517 of the Housing Act of 1949, authorizing
the Department of AgLiculture to insure the payment of loans made
by lenders other than the United States. Likewise, the interest
credit mechanism set forth in Section 521(a) seems workable with
direct loans. Pursuant thereto, Finn. pays the difference between
the subsidized rents and market rate determi:led by the Secretary
of the Treasury taking into consideration the evE:age market
yield on outstanding U.S. market obligations with comparable
maturities. (Whether this formula produces a true market rate
should be examined.) However, Section 521(a) provides for an
interest credit mechanism which may not be applicable if the
government is not the direct lender, necessitating a statWzory
change to permit FmHA to make the interest differential payment
directly to the lender.

in all events, Farmers Home should be the lender of last
resort. Accordingly, if neither a private lender or state or
local agency is willing to make the loan, even with a loan
guarantee, then or a standby basis, FmHA should do the lending.

B. Better Serving the Rural Poor

The Farmers Home Administration on October 1, 1986 increased
the required tenant contribution to rent from 25% of income to
30% of income. This increase, coupled with changes in how tenant
incomes are calculated for purposes of ietermining rents, has
resulted in acute project vacancies throughout the country.
Eliminating all deductions in income for families and increasing
the rent-income ratio has often produced tents comparable to
those charged in alternative conventional housing in the market
area. Often, the alternative conventional housing also in..ludes
amenities prohibited in fecnally assisted housing. Where there
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is no alternativ affordable housing, some families are forced to
move to substaneurd housing because the increase in the rent
income ratio has left them bereft of disposable income for
necessities. Obviouslf, 30% of a $25,000 income leaves much more
over for the necessities than does 30% of a $12,000 income.
Unfortunately, it is the family of four where both adults are
earning minimum wage that is hardest hit. The following examples
illustrate this problem:

EXAMPLE 1

Husband and wife with no children.
Both work 40 hour weeks and make minimum wage of $3.35
per hour.

New Hers Old Regs

Combined Gross Annual Income $13,936 $13,936
Minus FmHA Adjustments 0 (5%) 697
FmHA Adjusted. Annual Income $13,936 $13,239

RENT (Adjusted Annual Income T 12
x30% - $70 utility allowance) $278 S206

EXAMPLE 2

Husband and wife with 2 children (ages 14 and 15).
Both work 40 hour weeks and make minimum wage of $3.35
per hour.

New Hers Old Recs

Combined Gross Annual Income $13,936 $13,936
Minus FmHA Adjustments for 2 minors 969 1,22j
(and 5% deduction)
FnHA Adjusted Annual Income $12,976 $12,639

RENT (Adjusted Annual Income T 12
x 30% - $70 utility allowance) 5251 5193

One way to resolve the problem of decreased disposable
income would be to base the 30% contribution on after tax income.
A second alternative would be to calculate rents at 25% on income
at or below the very-low level (i.e., 50% of median) and at 30%
for the remaining income above 50% of median.
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Market rent rates currently set by the Section 515 program
are not always indicative of true market rents in rural areas. A
truer reflection Gf actual market rents would best be obtained
through a local market survey.

The 30% of income to rent policy needs to be adjusted for
rural areas in order to make rural housing more competitive and
to ensure that tenants retain enough disposable income to provide
for necessities and market rents need to be established at an
appropriate competitive level in each rural community.

C. Targeting use of Rental Assistance

In order to reach as many low-income tenants r3 possible,
rental assistance (RA, the deep subsidy making up the difference
between 30% of a tenant's income and the project's basic rent) is
necessary. The most logical way to allocate RA to a project is
to mirror the percentage of RA needy population in the project
are'. For example, if 50% of the local population has incomes
below that required for 30% of income to meet basic rent, then
that same percentage of units in a Section 515 project in the
area should be eligible for rental assistance. This would help
to tie the occupancy in units to the true market. Such a policy
would reflect local needs and allow for the housing of those who
most need to be housed. In any event, if RA is not available, a
viable project should still be approved.

The Housing and Urban Rural Recovery Act of 1983 (HURRA '83)
requirement that 95% of RA go to families with incomes of 50% of
median or below should be eliminated. This requirement severely
restricts the use of RA in many areas experiencing vacancy
problems ehlre RA is greatly needed. Ideally, rural areas should
be served on an individual basis based on demonstrated need
determined by market studies.

Consistent with RA allocations based on market need, units
for the elderly should receive funding priority. Although
present policy prioritizes this segment of the population, only
rental assistance can make it a reality. The elderly population
in rural areas as elsewhere, is eec increasing; housing them
generally requires the availability of 100% rental assistance
because of their very low Incomes.

Finally, steps should be taken to ensure that rural areas
receive their fair share of any housing voucher program.

D. Incen Iv to Induce Privet i ltion to Produce
Stock
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Historically, there has never been a low income housing
program with enough economic incetives to induce private sentot
participation. This fact was recognized in the Tax Reform Act of
1986 with the creation of the low income housing tax credit. By
and large, we believe that the credit will prove to be workable
in conjunction with the Section 515 program. We realize that the
Banking Housing and Urban Affairs Committee does not have
jurisdiction over the tax credit program, but we do request that
you inform the Senate Finance Committee of the following changes
needed in the tax credit program.

At present, only taxpayers with adjusted gross incomes of
less than $200,000 per year can use the credit in full and tax-
payers with adjusted gross incomes over $250,000 cannot use the
credit at all. Use of the credit is effectively limited to $7500
per taxpayer. CRHD proposes that the income cap be removed in
its entirety so that all taxpayers can utilize the credit. We
realize that this would result in wealthy taxpayers utilizing
the credit. However, the mitigating factor is the $7500 use
limitation, which would be a very small portion of a wealthy
taxpayer's liability to the Internal Revenue Service. We
recommend retention of the $7500, except that it should be
indexed by the C.P.I. to account for inflation.

The Committee and the task force are well aware tnat the
most pressing issue facing the low income housing community today
is preservation of the low income housing stock. The difficult
task is to balance the owner's contractual right to prepay with
the need to preserve low-income occupancy in a particular
project. CRHD believes that the two goals can be reached if the
government assumes its proper responsibility of compensating the
owner for the fair market value of the project. This principle
is well-recognized in H.R. 4, authorizing the buy-out of owners
with pre-December 21, 1979 Section 515 contracts having the
immediate right to prepay.

In the alternative to the H.R. 4 mechanism, another
reasonable approach would be to allow Section 515 owners, upon
the owner's commitment to retain the project as low income
housing for another twenty years, to receive a subsequent loan
for the fair market value of the equity in the project at the
time that the twenty-year lock-in expires, or for purposes of
pre-December 21, 1979 contracts, when the owner wishes to
exercise his right prepa}. Such an approach provides a viable
alternative to the non-profit buy-out envisioned in H.R. 4. It
is estimated that the cost of converting 5,000 eligible Section
515 units in this manner would be approximately $37 million.

Finally, in order to maintain housing stock, a maintenance
and rehabilitAtion program should be adopted to prevent
deterioration and default. FmHA should be authorized to make
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subsequent loans for that purpose, analzgous to similar measures
contained ia this year's housing legislation for the FHA
programs.

E. Homeownership Incentives to Tenants

A national housing policy should not only provide affordable
housing, it should encourage 7reased tenant welfare. One way
to accomplish this end would ' to set aside that portion of a
tenant's rent currently consti%tting overage (rent paid in excess
of basic rent) in an escrow account- to be used at a future date
as the downpayment for a home. If a tenant were to move out of a
project with no intention of purchasing a home, this sum would be
returned to the Rural Housing Insurance Fund. Such a
homeownership program would provide a real incentive for tenants
to leave subsidized housing.

F. Assuring Availability of Low Income Housing In All
CommurititE

There are some communities, rural and otherwise, that
thwart the location of low income housing witain their boundaries
by restricted building codes, zoning and the like. In such
cases, we recommend that these communities not be eligible for
desired federal assistance, such as Farmers Home, Community
Development loans, ,usiness and industry loans, and grants from
other federal agencies. We do not believe that the federal
government should make its scarce funds available to communities
that discriminate against low income housing.

III. CONCLUSION

It is critical to realize that the proposals outlined here are
not intended to be a disjointed set of elements within the
framework of a rural housing policy. Each of the elzsments are
parts of a whole, which when taken together, form a comprehensive
and workable philosophy for housing our Nation's rural poor.

Each aspect of the program leads.to or complements another. It
follows logically that the best designed and thought out
technical program will fail if incentives are not in place to
attract developers. Thus, tax benefits become an integral part
of the program. At the same time, no benefit will make a program
successful if the technical requirements of the program are not
feasible. It is fo: this reason that a reworking of rent
calculations and the provision of homeownership incentives are
included. Taken together, these steps will both encourage
occupancy of rural rental housing by making it affordable, and
lead to short term tenancy in favor of homeownership. This would
be particularly effective in reducing the mentality of subsidized
apartment living from generation to generation.

Clearly, the policy recommendations outlined here are broad and
general in nature. Of course, we look forward to working with
the Commit and its staff in translating these proposals to
legislative reality, in an effort to create a truly ccmprehensive
and workable housing program for our rual citizens.
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CLPHA RECOMMENDATIONS TO THE CRANSTON/DIAMATO COMMITTEE

A. Reaffirm and expand the national housin _goal. CLPHA asks Congress to
reaffirm the 1949 Na ions ous ng oa o ecent, safe, and sanitary
housing for every American household, and add the words "affordable
housin ." It should be made clear that this goat also applies to those
housed or to be housed under federally-assisted housing programs.
These households, too, should have acceptable and affordable housing.

B. Identify in detail and prioritize the needs for housing assistance.

The need for low-income housing assistance in this country is large and
continues to grow.

Reports prepared recently by Dr. William Apgar of the Joint Center for
Housing Studies of Harvard/MIT contain the following findings and
conclusions.

o During the period 1974-1983, average rents in the privca rental
housing stock increased more rapidly than the incomes of
low-income households. The rents at the lower end of the rent
scale -- the only units ar,:essible to lotgliCcornt. households --
experienced rent increases greater that the average increases in
the rental stock as a whole.

o The rent burden (rent-to-income-ratio) of low-income kauseholds
increased substantially during this period (for those not living
in assisted housing). Alrowing number of low-income households
currently pa y over 30, 40 and even 50 per cent of their incomes
for rent. As table 1 shows, the proportion of households in the
WART7Micome_groop that was paying bus or more of its income for
TAT'irew from 33.6% in 1974 to 41.9% in 1980 and 47.3% in 1983.
TATOne quarter 126.8%) of all households in the lowest income
class pal over 2 of their incomes for rent si 19s3.

o The private rental housing stock available (in terms of price) to
low-income households shrank during the period under study.
Although there was a significant increase in the "assisted"
housing stock during the period 1974-1983, it barely compensated
for the shrinkage in the private market stock, and was not enough
to actually expand the supply available to low-1.1 lime households.
(See Figure 1.) Even though rental vacancy rues were high in
certain areas of the country in 1986 (see Figure 2) most of these
vacant units were not available to low-income households.

o The absolute number of low income households is rowing. The
War of renter house'wlds with real income less an 0,000 (in
constant enlTars) increased from 8.4 million in 1974 to 11.9
million in 1983. Only about one quarter of these households were
receiving any form of housing assistance in 1983.
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o Although in the early and mid-1970's there was an adequate rental
housing stock, available at reasonable costs, that could allow
rental assistance programs to work relatively well in most housing
markets, by the mid-1980's this was no longer true. Nor is it

expected by Dr. Apgar to he true in the future. Rather, the

problem is expected to get worse. This se lously calls into

question HUD's current policy of proposing rental assistance as
tne sole future vehicle for federa1 housfng assistance programs.

It should be a matter of federal policy that housing assistance be
prioritized and directed and allocated according to where the needs are

sweetest.,

Changes occur in the American population over time, including changes
in that segment of the population which is the target group for housing

programs. The number of elderly persons is increasing, and the number
oflemelderly and frail elderly persons is especially increasing.
Average household size is decreasing for the nation as a whole; but in

some regions the average size of poor households is growing. The

number of homeless families is increasing. The number of doubled-up,

families is increasing. Tile number of identified special neeas

nonTsirTiods is increasing.

We ask that Congress establish and provide funding for an on-going,
nonpartisan research program to evaluate the changing housing needs of

. the American population, especially low-income, elderly and special

needs households, and to issue objective, regular and detailed reports

to the public. This function is not currently being carried out by

HUD.

Many observers have pointed out that the elderly in America are served
very well by governmental assistance programs, Medicaid and Social
Security; and have suggested that now is the time when more programs
for children need to be adopted.

While CLPHA is very concerned for the children in public housing, we
also recognize that many children in America are not in need of

additional federal assistance.

The funds simply do not appear to be available to provide additional
age-based programs, whether for the old or for the young, to all

members of any specific age group.

Instead, CLPHA strongly recommends that priority be given, in all
federal programs including housing, to low-income households, since

this is clearly where the needs are greiliTE
.1 age-based programs should be made sensitive to the incomes of

program recipients.

We also ask that Congress put low-income housing programs on the
*protected" list of those exempt from automatic cuts under the

Gramm/Rudman/Hollings Deficit Reduction Act.
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C. Endorse a strong role for the public sector, and the federal
government t and provide adequate funding accordingly. The private
nousing market does not provide adequate, affordable housing for many
households. The private sector needs to make a reasonable profit, or
at least to break even, on the housing it provides. Many luw-income
households, however, cannot afford to pay enough to guarantee this, as
demonstrated in the expiring use crisie (see Section E below). For
these households, some type of public help is still needed.

The federal government is that level of government which is potentially
most equitable and efficient at tax collection and distribution. The
federal government should therefore continue to provide major funding
for housing programs. State and local governments should be encouraged
to contribute as much as they can to augment such programs, but they
can never be expected to substitute universally for federal low-income
housing assistance.

Funding for low-income housing assistance, i.e. for those households
with incomes in the bottom 20% of the houseTiliff income distribution,
should be no less, on an annual outlay basis, than 50% of the annual
housing tax subsidies provided to all other American households through
federal tax deductions (e.g. local property tax; home mortgage
interest; and tax exempt bonds for middle-income housing). Such
non-low-income housing subsidies are currently estimated to run at over
$40 billion per year.

0. "Ladders up from Poverty."

Economic ladders need to be established to offer incentives and
rewards to low-income households for earning additional income if they
can. Housing assistance, like other assistance, should be tapered off
gradually as household income increases, rather than being cut-off
absolutely at a particular income level. The absolute cut-off of
benefits such as day care and Medicaid represents a de facto tax rate
that is extremely high and falls heavily on those trying to work their
way out of poverty.

In public housing, we suggest that the following be considered.

1. Homeownership assistance should be provided to appropriate public
housing residents to enable them to move out of public housing and into
their own homes, when they have the income to operate and maintain
these homes over the longer term.

2. Eligibility of such households for Medicaid and other related
programs such as day care should be maintained as household income goes
up, in order to avoid the disincentive inherent in a sharp cut-off of
benefits.

3. Programs such as the public housing "Gateway" program sponsored by
CLPHA should be adopted, to assist public housing residents in their
efforts to improve their own economic condition.

196
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E. The Expiring Use Crisis.
----An iimealate crisis exists in terms of potential expirations of a
variety of federal housing assistance programs funded in previous

years. The most immediate crisis is the one of defaults in
HUD-assisted housing (and HUD's atterpts to auction these units off
without subsidy), as well as the expirations of use restrictions on
previously subsidized developments. In addition, there is a massive
projected expiration of Section 8 assistance in the next 5 years.
A large increase in new federal housing assistance over the next 5-10
years will be needed in order to deal with these various crises.

Efforts shduld be coordinated. Blue Ribbon Commission? Special

Congressional panel established?
In many instances, public acquisition and ownership of some or all

units in individual developments of this type may be the best solution,
and PHAs should be given the tools and the funding to take on this job
whenever it is deemed appropriate in the opinion of the PHA. The

expiring use crisis demonstrates the serious problems that exist with
private-sector low-income housing.

Our greatest concern, however, is that the expiring use crisis will
soak up funds which are essential for public housing. We are also

concerned that the crisis may "dump" many low-income households out of
their units at exactly the time HUD is trying to demolish or dispose of

the existing public housing stock.

F. Maintain strong support for existing public housing. There must be

strong, continuing federal support for existing public housing and

rental assistance programs. The major areas for this support are:

(a) operating subsidies;

(b) modernization;

(c) major redevelopment/reconstruction;

(d) new development (including acquisition, new construction, and

rehab); and,

(e) rental assistance.

G. Operating subsidies. The current formula and procedures used to fund
public houlliT4iTiting subsidies have many shortcomings. One major

oversight ii the formula, which has caused enormous shortfalls in
funding for PHAs, is the lack of a realistic basis for recognizing

the PHAs' actual insurance costs. This needs to be corrected.

A number of other substantial changes, however, many much mere
significant, also need to be made.

The basis of all of these cnanges should be the fundamental principles
that Congress originally laid down when it established the operating

1 9 7,
% - 1.
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subsidy system in the mid-1970's, namely that the operating subsidy
should be adequate to cover the difference between:

(a) the reasonable costs of a well-managed PHA; and,
(b) PHA income from rents and other sources.

When the present Performance Funding System (PFS) was established in
1975, it was intended by Congress and HUD at that time that PFS should
be periodically changed and revised in response to changing conditions,
the changing circumstances of PHAs and improved information, in the
future.

Such a major revision has never been carried out, however. It needs to
be initiated now, and put into place within the next two years.

One direction CLPHA suggests Congress consider is to have the General
Acccounting Office (GAO) carry out an evaluation of present problems of
the PFS and make recommendations for changes.

The changes need to reflect the goal of recognizing public housing as
both:

(a) a professional real estate management operation; and,
(b) an institution that must respond to a variety of special needs

of its tenant population.

The environment in which public housing operates has changed greatly
since PFS was established over a decade ago. The client groups have
changed. Occupancy has changed. Regulations have changed. Costs have
changed. Expectations have changed.

A revised PFS needs to provide the PHAs with adequate funding to carry
out the many new tasks society expects them to do.

Short-term "fixes". In the short term, operating subsidies especially
need to be aajusted in the following ways:

o revised inflation factor;
o an appeals process;
o recognition of the added costs of housing certain groups such as

large single-parent households, the frail elderly, households
with disabilities, and certain housing configurations such as
scattered-site units; and,

o provide incentives to more efficient management
of the public housing stock.

H. Modernization

Bringing existing public housing up to livable standards and returning
viable units to ocupancy should be primary aims for the future of the
public housing program.

Four years ago, the Congress appropriated over $4 million for a study
of modernization needs in public housing, including an analysis of
those development; needing major redesign and redevelopment. As of
September 30, 1987, no final reports of that study had yet been
completed and issued-BY HUD.

198
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A preliminary draft of the "national needs estimate" from the study
indicated that the total modernization "backlog" could well be over $20

billion for the nation's 1.3 million housing units, which would be just
over $15,000 per unit on the average. When the final results of the
study are issued, they are expected to show, however, that the great
majority of the current public housing stock has modernization needs of
under $15,000 per unit -- which means it is in relatively good
condition -- while a limited propurtion of all of the nation's 10,000
public housing developments would cost significantly more per unit to
modernize, redevelop and/or restore to full occupancy.

The Comprehensive Improvements Assistance Program (CIAP) enacted by
Congress and initially funded in federal FY81 has made good progress in
restoring the public housing stock-to good condition. Much core needs

to be done, however.

Some PHAs have now "CIAP-ed" most or all of the developments which
needed the "comprehensive" approach mandated by CIAP. These PHAs are

now ready to move on to a more flexible and routine annual approach to
modernization. Other PHAs have been less successful in past
competitions for CIAP funds, and still need "comp. mod" money in
substantial amounts to begin cutting into their modernization
"backlog". Other PHAs have very small (per unit) modernization needs,
and would like a routine annual funding allowance for modernization,
with the possibility of accessing some type of national pool, from time
to time, for extraordinary needs or major systems replacement.

RECOMMENDATIONS

1. More flexible t yes of s stems for fundin modernization in the

future are ne e , s ;s ems Ion o er more prey c a y any more

local control over tne typesofwork ti::ecarlout.r. Flexibility,
17ffral6iTriaircraZoloarenewacwor.swe would ask
Congress to provide17115177e changes to the modernization program.

2. CLPHA would like to participate in efforts to modify the public

housing modernization program, and has made many such recommendations
to HUD and the Congress in the past. However, CLPHA recommends that a
fundamental principle to be observed in any transition to a new or
revised system be that first priority in funding must be given to work
needed to reduce the existing backlog of modernization needs; and If
the Congress determines that additional funding can be provided above
what is needed to-reduce the backio on a reasonable timetable such

"ex ra fun 199 could e arge e to a rou ne annual replacement
allowance to deal with new modernization needs as they arise (accrue)

in the future.

3. Retain and Modify CIAP in FY88. CLPHA recommends that the CIAP
program be retainea and modified fn the following ways in FY88.

(a) Expand Special Purpose Modernization. The allowable uses of
special purpose modernization funds should be expanded as per the
proposed Flake Amendment to H.R. 4. In addition, special purpose
funds should be usable for interim modernization of developments

199
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awaiting major redevelopment.

(b) Redefine Emergency Modernization. Emergency modernization
should include aII-work needed to protect the health and safety of
residents, including work whose lack of funding would contribute to
a worsening of an impending emergency.

(c) Technical Changes. Several technical changes in the way the
program is administered should be made, including the folowing:

o begin any time limits on obligation of funds with ACC
execution, not with final application approval.
o develop realistic modernization cost guidelines,
instead of applying dated development guidelines to
modernization; and apply guidelines only to modernization
work at hand, instead of to the total of all work ever done
at a development.
o clarify to HUD regional and field offices regulations
which have been misinterpreted, and institute training
sessions for PHAs.
o cease forcing PHAs to use operating reserves for
modernization (although such use should always be
considered).

4. Hazardous Materials. Congress should direct HUD or the National
Institute of Building Sciences (NIBS) to make estimates of the need for
lead paint, asbestos and radon abatement in public housing, and provide
the needed funding for such abatement. These major efforts cannot be
addressed simply by making them priorities within existing
modernization programs, without providing the additional funding
needed.

Congress should also direct HUD to contract for a technical assistance
center, supervised by a board of PHA executive directors, to offer PHAs
technical assistance in assessing PHA problems with hazardous
materials, developing optimal abatement strategies, and implementing
such strategies.

5. A revised system in FY89. CLPHA recommends that the following
types of revisfons be made in the modernization funding system in the
future. If it is possible to develop these changes in time to be
adopted by Congress for the FY89 funding year, this would be desirable;
otherwise the changes might have to wait for FY9D.

(a) Backlog Needs. Continue to fund "backlog" needs through an
amended CIAF (Section 14) modernization program, considerably
simplified to make it more flexible, predictable and subject to
local control over the activities to be undertaken. THi-------
allocation system for this program would be based upon a study to
be mandated by Congress (that would be carried out by HUD,
preferably by the Dffice of Public Housing), and the program would
not be adopted until such an allocation system, based upon

identified needs, had been authorized by the Congress. The
results of the HUD/Abt study of modernization needs in public
housing may possibly be usable to allocate such backlog funds at

2
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least to the HUD Field Office level, for 51 such Field Offices

across the country.

(b) Newly accruing (on-going) modernization needs. To the extent

that additional funding can be provided by Congress, CLPHA
recommends that a new annual replacement allowance be provided to
PHAs. The watchwords again are flexibility, predictability and
local control. It is possible that the annual amounts to be
provided under such a replacement allowance could be based upon a
percentage of the capital value of the developments to be
nominated for inclusion in the program. In addition, developments

which receive the annual replacement allowance should also be
eligible for a national "pot" of funds for extraordinary items or

major systems replacement. Such a national "pot" could either be
a new source of funds or else periodic eligibility by such PHAs
for access to the moderri-ltion "backlog" pot.

The new replacement all -ante program should be targeted primarily
at developments that meet one or more of the following criteria:

(i) are new;

(ii) have been recently modernized; or,

(iii) have relatively low (per unit) modernization needs.

Based upon the funding available, HUD could offer a certain
dollar-per-unit amount to PHAs un(,r a replacement allowance, and
PHAs could nominate certain of their developments for such an
allowance under a multi-year (e.g. 5-yea0 contract. The PHA

would continne to apply for modernization funding for its other
developments under the revised "backlog" program.

CLPHA recommends that no more than 5% of the total funding
available for modernization be issued through the replacement
allowance program in its first year. That ratio would be

increased gradually in the future as the existing backlog of
modernization needs in public housing is reduced.

6. HUD/Abt Study. CLPHA fists Congress to direct HUD to complete this

study, issue the results, and make the date base available for public

use. This is very important.

I. Development. CLPHA proposes that major funding be provided for a

revitalized and reformed development program. Figure 1 shows the

continuing decrease in units available to low-income households.

1. Purpos:: to expand the supply of low-income housing, including:
(a) publicly -owned housing; and (b) non - publicly -owned housing

dedicated to low-income use. Eligible recipients would be Public

Housing Authorities. Low-income means "public housing eligible'.

2. Application process: HUD would issue a Notice of Funding

Availability (NOrA) and PHAs would apply.

n
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3. Eligible uses: Funds could be used for a variety of eligible
purposes (somewhat similar to the CDBG program) in the discretion
of the PHAs, including:

(a) conventional public housing development (acquisition,
rehabilitation or new construction);

(b) contribution by the PHA to a "deal" being packaged by someone
elso (e.g. non-profit, CDC or private developer) to leverrge an
increase in the number of low-income units; (11
(c) commitment of funds for long-term rental assistance (operating

subsidy) to a non-PHA as an incentive to build, rehabilitate or
acquire units for long-term low-income occupancy; OR, [ *3

(d) provision of assistance to a low-income household living in
public housing to achieve homeownership outside of public housing,
thereby freeing up a unit of public ng.

Use of funds for condos and coops would be explicitly permitted and
encouraged.

4. De-Regulation. The development process needs to be substantially
deregulated, or else it will not work, no matter how much it is
revised statutorily. PHAs should be able to get the money, and use
it much more in their own discretion. For example, PHAs should be
able to quickly change the use of the money in response to changing
local housing market conditions, without HUD's approval. (HUD
would of course continue to have audit responsibilities to ensure
that all use of funds complied with statute and regulations.)

5. Names. The development program would have three sections, etch
;Wits own name:

(a) the Elderly Housing Program;
(b) the Family Housing Program; and,
(c) the Special Needs Housing Program.

Congress would specify the amount of the development appropriation
to be used for each purpose. PHAs would be allowed to combine
units under the various programs on a single site, or as part of a
single development project. A new way of calculating the operating
subsidy eligibility Allowable Expense Level (AEL) would be needed
for the three types of developments. (But this would not affect
the AEL for units previously funded under the present PFS.)

6. Amount/level of funding to be requested. For purposes of CLPHA's
recommendations at this time, we ref." . only to the level of need
there appears to be nationally for low-income housing assistance.
(See Section B above.)

[1 for purposes of 4(b) end 4(c), "long-term" would be 30 years.
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7. Size of development.
tLPHA endorses a strong statement of principle that in general
there be a limit on the size of new low-income family developments,
e.g. 'for example, in most communities, the best size for new
family developments would be from 10 to 100 units,' while
acknowledging that in some cities the limit could be higher*.
CLPHA endorses the provisions of present statute strongly
discouraging any more family high-rise developments unless there
are no practical alternatives, e.g. Aere construction of
non -ht;!; -rise family units would exceed cost guidelines.

8. Bedmom distribution. CLPHA supports the elimination of the
present statutory requirement that development funds go only to
large units (e.g. 3+8R). While there is an urgent need-fol.such
units, there is an even larger need for 28R and even 18R units.
Projects consisting solely of 3+8R are much more difficult to
manage and maintain, and consequently become less viable, too.

9. Rather than establishing rigid cost 9uidelines for development, HUD
should rely on the competitive bidding process, on an individual
project basis, perhaps supplemented by a panel or jury review that
would include persons in addition to HUD staff. Cost figures
should be looked at 'per square foot' rather than 'per unit'.

10. If the Nehemiah program is adopted by Congress, there should be a
set-aside to tne PHAs to help encourage homeownership among
currently existing residents of public housing, who could move out

and free up an existing public housing unit.

11. CLPHA endorses continued use of tax-exempt financing by PHAs and
state and local Housing finance Agencies to develop additional
housing; and tax-exempt financing should also be restored for
public housing development.

12. CLPHA endorses the Low-Income Tax Credit Program and it should be
made more workable (along the lines of the Assn. of Local Housing

finance Agencies proposals). Among these proposals are:
(a) remove 25% passive loss restriction for ielividuals; and,
(b) use in conjunction with tax-exempt financing (9% credit),

and loosen up criterib for the 9%.

13. Planning and local needs.

la) An eligible use for development funds should be to fund local
planning efforts aimed at preparing *inclusionary zoning' and other
similar proposals that would help expand the local low-incoae

housing supply.

* for example, in larger cities such as Hew York and Philadelphia, family
high-rise might be specially defined as buildings over six stories.



190

-13-

(b) CLPHA endorses the principle that each PHA's approach to
meeting local housing needs should be flexible and reflect local
housing market conditions. For example, a PHA should always
evaluate whether or not it would be feasible to meet local needs
using rental assistance, acquisition, etc., before deciding to do
new construction. [Note, however, that sometimes, although units
might be available for acquisition, the age ant quality of such
units might make them more expensive, in the long run, than new
construction.] Figure 2 shows that the vacancy rate in the rental
housing market varies widely by section of the country, indicating a
need for different approaches in different regions. It is important
to note that a high rental vacancy rate, however, does not always

mean that new low-income housing development is not needed, since
most of these vacancies are usually in higher rent units.

(c) PHAs should be funded to hire their own planners to carry out
the above tasks, and also to help find sites for new development
that are responsive to the "impaction' issue. New and rehabilitated
housing should be d,.:igned to fit well into the surrounding

neighborhood environment - and should strengthen (and be coordinated
with) local neighborhood improbement efforts.

(d) PHA's should be required to participate in, and sign off on,
local Housing Assistance Plans (HAPs). Input to HAPs should be
based to a large degree on PHA waiting list information.

14. If long-term operating subsi:4 is provided to new low-income

housing development not undertaken by the PHA (e.g. by non-profits),
such subsidy should go through the PHA.

IS. CLPHA encourages PHAs to work to ensure a better 'fit" between
households and housing units in public housing, in terms of size of
household/unit. This could increase the number of larger units
available for use by large families.

16. Public Housing Design.

Public housing design has changed and been vastly improved since the
1950's and 1960's, yet much remains to be done.

(a) Need to change regulations that now require minimum
standards only

(b) Need to sponsor information exchange on new directions in
improved public housing for families, the elderly, and
special needs groups.

J. Major Redevelopment/Reconstruction

(1) Substantially expanded funding should be provided for the purpose of
major redevelopment. Adequate funding for a major redevelopment
project should include enough funding for replacement housing where
needed.

(2) Targeting: attention would be targeted especially to large
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developments and those with serious vacancy problems, e.g. for
hi-rise, those with over 15% vacancy rate, and for low-rise, those
with 'ver 304 vacancies), or other serious problems resulting in the
development being severely stressed according to the PHA.

(3) Plans. PHAs should be required to submit a statement to HUD, for
c01117pment, identified in (2) above, which would include:

- the name, size and characteristics of the development and its

occupancy history;
- a preliminary survey of the physical and other conditions of the
development and an estimate of its mod. /redevelopment needs; and,
- the PHA's proposed future general strategy for addressing the needs

of this development.

The plan would explicitly recognize that strategies for addressing
the needs of these special developments might require a long-term
multi-year implementation schedule (e.g. 10 years). Multi-year

planning grants would then be awarded by HUD to undertake the major
kinds of detailed planning and other activities that would be
required to address these needs.

(4) The viability question should be ,Tddressed more professionally.
HUD's present procedures require more bureaucra:y, but not

necessarily more good judgement.

(5) In addition, the definition of "special purpose mod." should be
expanded to include interim modernization for developments where
major redevelopment is being planned.

K. Reshaping the role of public housing.

Although it was once occupied primarily by the "working poor", public
housing has increasingly come to have a negative ,,tereotype in many
communities as housing of last resort for those who "won t work to
support themselves," especially for those dependent on welfare. Public

housing has also come to be increasingly minority occupied. The role

and image of public housing needs to receive serious attention.

Some PHAs see their goal as being to achieve sound, stable, long-term
communities in public housing; while others fear that such "stability"
will only result in ghettoization and the spread of a long-term culture
of poverty.

Some principles need to be established, redefining the role of public
housing, e.g.:

1. Reduce the isolation of public housing.
The national housing policy is that housing assistance should go to

those who need it most. Yet this should not mean that assisted
units should be isolated from the rest of the community.
Major efforts must be made to overcome the isolation of public
housing.
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The local community should be responsible for providing adequate

security in public housie2, but PH funds should be devoted to
supp ementing and targeting these efforts.

Service providers (e.g. day care, health care, education, etc.)
need to be encouraged to reach out and enroll more of their clients
from those living in public Lousing, and in some cases establish
service centers in public housing developments (subsidized by the
PHA without a loss of operating subsidy).

2. Encourage upward mobility economically.
Households receiving housing assistance should be helped to improve
their own abilities to seek and take advantage of economic
opportunities, for example through job training. (See "ladders"
section 0 above.) "Up and out" strategies should be encouraged and
supported by the structure of housing assistance programs, to the
extent that viable alternative housing opportunities are available.
Consideration should be given to establishing a maximum time limit
fcr continuous occupancy of family public housing, with limited
exceptions for emergencies.

3. Integration.

Integrated public housing communities should be the goal,
and this should be achieved not only by desegregation policies and
tenant selection policies, but also by approval of plans for
maintaining existing racial balance. This is one of the most
critical issTiii-liiTublic housing today, yet the current
Administration's policies are muddled and self-contradictory. This
is a highly complex issue and needs a variety of sensitive
implementation policies and procedures.

4. Expanded role for residents.

The role of the residents themselves must be expanded, in

preserving and maintaining the quality of life in their own
developments.

L. Improvin. the Housing Develo ent and Mena ement S stem.

The present structure for governing, overseeing, regulating and
managing the country's assisted housing programs is cumbersome, rigid
and bureaucratic. It is not goal-oriented. Authority and
responsibility are widely divided. The system has become almost
totally unworkable. No large private real estate operation would be
run this way.

The rules for the public housing program are made and approved by HUD's
Office of Public Housing, with advice of the HUD General Counsel.

The interpretation of the rules, and oversight of individual PHAs on a
day-to-day basis is carried out by HUD Regional and Field Offices.
These offices do not report directly to the Office of Public Housing,
but to the Undersecretary of HUD. They are widely perceived as being
responsive primarily to the political and policy mandates of any
incumbent Administration of HUD.
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Local PHAs are responsible for managing the public housing units within
their jurisdiction; yet they must operate within very rigid guidelines
and regulations laid down by HUD's Office of Public Housing, as
interpreted in a wide variety of ways by the HUD Regional and Field
Offices. The PHAs have little authority or autonomy of their own.

The "actors" in the process, whether at HUD Central, in the Regional
and Field Offices or in the local PHAs, see themselves by and large as
competitors, each trying to achieve their own objectives, and usually
at the expense of the others. Sometimes there is cooperation. Equally
often, however, there is a lack of communication and a failure to
cooperate in achieving what should be common goals.

RECOMMENDATIONS

1) De-Regulation (short-term, immediate)
We ask the Congress to direct HUD to take all steps possible,
consistent with statute, to de-regulate public housing. This
should be entirely compatible with the current Administration's
alleged organizational philosophy.

What we mean by de-regulation is that HUD, for now, should
establish rules and regulations for the public housing programs,
and then should carry out reviews and audits to check that PHAs are
obeying statutes and rules.

HUD should withdraw, however, from the process of approving or
disapproving every major (and many minor) decisions wic ch must be
made by the PHAs in the course of their day-to-day operations.

The present degree of HUD "oversight" and interference in routine
local administrative decision-making processes is intolerable, and
highly detrimental to the professional and efficient management of
the public housing stock.

2) Major change in the system
(a) The management of the public housing delivery system needs to
be completely overhauled. There should be a single Public Housing
Administration, established for the purpose of ensuring

professional management and administration of the nation's
vitally-needed public housing stock, which now includes over 1.3
million units. The policy direction of the agency should be
established by an appointed Board of Directors. All of these
officials should have a long and outstanding experience in the
management of the public housing stock, and should understand the
problems facing local PHA managers.

(b) Public housing should be run as a professional real-estate
operation.

(c) The staff of the agency that administers public housing
programs (whether at HUD or in a new agency) should be revitalized
and augmented. Staff should be required to demonstrate extensive
knowledge in housing management skills. Promotions should be on a
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merit basis, with PHAs involved in the performance-evaluation

process.

(d) The new agency must be held accountable, not only for
rule-making, but also for the condition of the nation's assisted

housing units. The agency must work cooperatively with local
agencies in the pursuit of a common goal: to house low-income

people that need such housing, under decent, safe, sanitary,

affordable conditions.

(e) Local Authorities (PHAs) need greater flexibility and autonomy

in:

(i) establishing their own budget priorities;
(ii) personnel and salary policies;
(iii) establishing program directions and needs;
(iv) carrying out programs such as modernization and development.

M. Rental Assistance. (For CLPHA historical review of Section 8 and

Voucher experience, see Appendix III.)

1. CLPHA strongly supports expanded funding for additional
(incremental) Section 8 "existing" and "mod. rehab." units; and is
opposed to any expansion of the so-called "Voucher" program at this
time, pending a full assessment of the "voucner option"-, including but
rorliatited to whatever further reports HUD may release of the Abt

Voucher Demonstration evaluation. (See attached CLPHA summary of the

first and only evaluation report released to date, in Appendix II.)

If, as the result of such an assesment, it is concluded that there are
advantages associated with the greater flexibility in rents (and
rent-income ratios) allowed under the Voucher program, then such
greater flexibility should be introduced as modifications to the

Section 8 "existing" and "mod. rehab." programs, with Congressional
authorization. These changes need not be made by throning out the
current Section 8 "existing" and "mod. rehab." programs, which in most
respects are highly successful in-their present form and should be

preserved as much as possible. They can simply be modified.

2. Rent reasonableness and limits on rent-income ratios. If such

modifications are introduced in tne future, it may be Zistrable to put
limits on the range of allowable rent-income-ratios, by household size;
and in any event to allow PHAs to evaluate "rent reasonableness".
However, before an evaluation has been conducted, it is premature to
specify exactly what these provisions should be.

3. It is clear that vouchers have the potential for costing more on an
average, per-unit basis, that Section 8 certificates, since TM
Section 8, if a certificate-holder pays less than the Fair Market Rent,
the subsidy equals the difference between 30% of income and the actual
rent, while under Vouchers, the subsidy always equals the difference
WritTeen 30% of income and the payments standard.

2!')8
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4. The present administrative provisions of the Section 8 "existing"
and "mod. rehab." programs should by and larg be continued under any
future, modified program. These provisions should also be extended to
certificates currently under the Voucher" program. The list of such
administrative provisions includes but is not necessarily limited to
the following:

(a) Maintain the present way of calculating Fair Market Rents
(FMRs). Any "payments standard under a modified or voucher program
should be required to equal 100% of the FMR, and HUO should continue to
allot annual cost amendments to the ACCs and provide additional funding
for such amendments accordingly. Update FMRs and payments standards
annually.

(b) The procedure for allocating money under any modified or
voucher program should be the same as currently used for Section 8,
i.e., tenant contribution should not be deducted from the calculation,
so that PHAs can build up project reserves in the same manner as
currently.

(c) Continue to allow exception rents and allow similar exceptions
to payments standards, backed up by additional funding where required.

(d) Maintain the same provisions regarding adjustments to the
subsidy of individual certificate-holders as currently with Section 8.

(e) Restore the administrative fee for Section 8 "existing" and all
vouchers to 8.5%. Vouchers are not cheaper to administer.

(f) Maintain the current provisions for damage payments and PHA
payment of rent when a unit is vacated.

5. Require HUO to calculate true voucher costs more accurately.
Congress should direct HUD to show, when it reports to Congress, what
the costs are of the number of Vouchers actually fundable by the
Housing Authorities, given the money provided by HUO, not the
theoretical cost of the number of units that HUO says MT PHA ought to
be able to fund. Any cost comparisons between Section 8 and vouchers
should also be made using the same methodology with regard to whether
or not the tenant contribution is included in the calculations.

6. Term of Budget Authority and ACC. In order to allow greater
flexibility in the Congressional authorizing and appropriating process,
it may be useful to reduce the term of the Budget Authority (and ACCs)
for the Section 8 "existing" program (and for any modified program in
future years).

CLPHA could support a five-year term for the Section 8 "existing"
program. One of the difficulties with this, however, is that it might
contribute to the problem in the early 1RRO's when massive amounts of
current Section 8 budget authority are already scheduled to expire.

Also, the ACC tzrm should be counted from the time of amendment
authorizing additional units under the ACC, not from the initiation
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date of the first ACC. The latter is current HUD practice.

7. All program modifications should be brought about through the usual
Notice and Comment process required under the Administrative Procedures
Act (APA). the use of NOFAs for rulemaking, as a way of sidestepping
these requirements, is unacceptable.

B. Variety of program approaches need to be maintained. Although there
should be only one "certificate" program in the future, CI.PHA
recommends that Congress also continue funding housing programs that
expand the supply of physical structures in areas where these program
approaches are needed. (See Section I. above.) In particular, even
though rental vacancy rates may be high in some areas of the country
(see Figure 2), new development may still be needed if these units are
unavailable to low-income households.

9. Expirations of Budget Authority. CLPHA is extremely concerned about
the massive expirations of Budget Authority scheduled to occur in the
late 1980's and early 1990's for Section 8 and voucher programs. This
makes it all the more important to begin to plan for this crisis
immediately. CLPHA recommends that Congress establish a crisis study
committee to begin developing recommendations for steps to be taken as
this Budget Authority expires, in order to anoid the loss of housing
assistance by thousands of low-income households across the country
within the next few years. (See Section E above.)

N. Rents and Incomes in Public Housing

Two important changes have occured in statute since 1980, affecting the
rents residents pay in public housing.

Eligibility. The eligibility limit for admission to public housing has
been dropped from 80% of an area's median income ("low income") to 50% of
the median ("very low income"). Making this change has set into motion a
process which will, if not amended, eventually result in public housing
becoming an entirely "very low income" program.

Rent-income ratio. In addition, the rent-income ratio has been raised from
a maximum of 25% to a mandatory 30%.

Since these changes have been made, a growing number of PHAs have found
that a significant proportion of their residents in the "50 to 80 percent
of median income category have moved out of public housing, or are
strongly considering doing so. The reason is that the difference between
public and private housing rents is no longer great enough to make public
housing attractive to many of these households.

Many PHAs see these households as providing a core group of a stable,
socialized community in the public housing developments. If the PHAs
continue to lose this whole category of residents, many PHAs believe there
will be increasing social destabilization, and that the developments will
become increasingly difficult and costly to manage. As rents go down and
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costs go up, the average subsidy level would have to increase.

RECOMMENDATIONS

1. Eligibility limits for assisted housing programs should be restored
to 80% of median income. Economic integration is necessary for
long-term viability in public housing.

2. CLPHA endorses the provisions of H.R.'4 which allow up to 25% of all
units to be used for households between 50% and 80% of median income.

3. The calculation of adjusted tenant income (for rent-determination
;imposes) should be revised to provide larger deductions (at least 10%)
for earned income (and for health costs of the elderly). The former
will provide an increased incentive for residents to seek and to
maintain employment.

4. In the case of a household living in public housing whose income
exceeded the initial occupancy eligibility limit, it would be eligible
for the homeownership funds listed in Section I.4(d) above, as long as
its income did not exceed 100% of median.

5. Rents
CLPHX-Morses seeking ways to reduce the effective rent-income ratio
for all households, but especially for large low-income families, either
by reducing the mandated 30% rent-income ratio, or else by increasing
allowable deductions.

6. Housing Authorities should be allowed to grant a maximum rent (rent
cap) to some limited proportion of the residents, based either upon:
(a) a maximum rent, linked to Private market comparables; or (b) a rent
which reflects actual cost to the PHA.

7. CLPHA also recommends that PHAs be given discretion to reduce rents
(rent-income-ratios) in any development with serious vacancy problems,
to help in marketing the units in that development.

O. Homeownership in Public Housing.

The need for assisted housing for low-income individuals and households
is growing, not shrinking, for a variety of reasons, including: (a) the
increasing v!isparity between the income of the lowest income groups and
that of th, ,aneral population; and (b) the elimination of most of the
major tax preferences for rental housing in the recent "tax reform"
amendments.

As a result, the waiting lists for public housing have never been
longer; and an ever growing proportion of both those living in public
housing and those on the waiting lists consists of "very low income"
households.

Homeownership is generally beyond the reach of low and very low income
households, without very deep subsidies; and the provision of nry deep
subsidies to a limited number of households, while others contliiiii to
suffer without any housing assistance, is poor public policy.
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In addition, low-income households find it very difficult to support
the "carrying costs" of operating their own housing, when owned, such as
fuel, utility, maintenance costs and taxes.

HUD has cited the British example of selling large amounts of public
housing to its residents as a model for this country. However, some of the
many reasons why the British model has yea limited applicability to the
U.S. are the following.

1) At the time when the sale of public housing in the U.K. began,

nearly a third of the population lived in public housing, much of which
had been build since WWII and had been better maintained than in the
U.S.

2) The units that were sold were generally in garden

apartment/row-house types of structures, not in walk-ups or high-rises
which are the more prevalent type of structure in America.

3) There were essentially no upper income limits for eligibility to
live in public housing in the U.K. Any household that wanted to live
there could. nerefore, the median income of households living in
public housing in the U.K., relatively speaking, was much higher than
in the U.S.; And the households that purchased their own units had a
much higher 'ncome, relatively speaking, as well.

4) The units that were purchased tended to be those in the best
physical condition, and had been the best maintained over the life of
the program, generally in large part by the occupants themselves.

There was therefore a well-documented pattern of"skimming" in which the
best units were sold to the higher-income residents, while the units
that remained in the public housing stock were those of poorer quality,
occupied by lower-income residents. The benefits realized through the
sale of public housing, in other words, went largely to the residents
with the smallest needs.

In addition to the above reasons why the British experience is not directly
applicable to the U.S., HUD is currently involved in what is now a

relatively unsuccessful Homeownership Demonstration of its own in public
housing. Before the Homeownership Program is expanded, the results of this
Demonstration need to be received, reviewed and analyzed by the Congress
and the low-income housing community.

CLPHA policy recommendations

1) CLPHA supports the idea of federal financial support to

lower-income households to assist them in purchasing their own housing
in the private market, especially existing or rehabilitated housing
(rather than new construction). CLPHA would like to work with Congress
to develop the provisions of such new programs. (See Section I.3.d
above)

2) Homeownership programs should be as equitable as possible, and
should provide a moderate level of subsidies to the greatest number of
people, not very deep subsidies to only a few, such as would occur
under certain amendments under consideration by the Congress.
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3) CLPHA supports homeownership in public :loosing under the following

conditions:

a) The sale is voluntary on the part of botn the PHA and the
resident.

b) Any unit sold must be replaced on a one-for-one basis by an
actual, physical housing unit unless the PHA and the 'ncal government
both certify that such physical units are no longer ne2ded and
therefore either: (i) do not require any replacement; or (ii) may be
replaced by non-project-based housing assistance (e.g. Section 8 or
voucher certificates).

c) Units to be sold must be in standard condition at the time of
sale. This may require modernization of units prior to sale.

d) In order to purchase a unit, i household must be able to show
that the total carrying costs of the unit will not exceed 25% of the
household's after-tax annual income; and there must be evidence of
continuing employability and income on the part of the household
"head(s)".

e) Resale provisions must be tightly written to prevent "windf,11"
profits from the resale of the units. An example that might be

considered is the FmHA "502" homeownership program, which provides
that the government has a lien on the unit that would enable some
percentage of the increased value of the unit to be recaptured by the
government at the time the unit is re-sold.

4) Any Homeownership Amendments that do not contain provisions
resembling those listed above would be stiggly and unequivocally
oppostA by CLPHA.

P. Homelessness and the Need for More Low-Income Housing

Hundreds of thousands of individuals and families currently live, but
barely survive, in the nation's streets, in cars, in overcrowded hotel
rooms, or crowded into other temporary accommodations. In a recent survey
by the U.S. Conference of Mayors, it was found that in one sear alone,
1986, the number of families with children seeking emergency shelter grew
by 20 percent. The survey further found that the lack of permanent housing
was the most common cause of homelessness.

Witnesses at a recent Congressional hearing also identified the lack, of
permanent housing as a major cause of the current epidemic of homelessness.
These witnesses included such diverse groups as the National League of
Mies National Assn. of Counties, Council of Jewish Federations, Catholic
Charities, Salvation Army and the United Way, the agency charged with the
administration of the FEMA Emergency Food and Shelter Program funds.

The reasons for homelessness and the needs of the homeless are as

diverse as the population itself. Some are alcoholic individuals, male and
female, young and old. Some have mental or emotional problems, including
but not limited to those whose problems have been severe enough to require
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previous institutionalization. Some are handicapped. Some are chronically
ill physically. Most have more limited job skills than the general
population. Most are very poor, with few if any assets. In the case of
families, many have recently gone through some traumatic disruption of
family life, often including the loss of a major wage-earner through death
or the break-up of the family. Most are 'well socialized,' but some are
not. Many are young mothers. Many are minorities.

Their needs range from comprehensive physical and mental health
assistance, to employment assistance, to day care and assistance in finding
a new place to live. The common thread is he need for a roof over one's
head, since without some kind of stable living situation it is difficult if
not impossible to effectively provide other types of assistance. (In
addition, some programs require a permanent address as a condition of
eligibility.]

A great variety of efforts are needed to address these problems, public
and private, by individuals, groups and organizations, working together.
There is no single key to the solution.

The crisis in homelessness is expected to worsen in the future, for a
variety of reasons.

Most significantly, the gap betwen average housing costs and the
incomes of the very poor continues to vow. The people in the lowest
segments of the income distribution nationally cannot afford to obtain
housing without assistance. (See Table 1 above

Recent cnanges in the tax codes have eliminated many of the tax
incentives for rental housing, which has led to predictions by industry
sources as well as HUD Secretary Pierce that the shortage of affordable
rental housing will get worse in the future. (See Section B above)

Despite the clear and close linkage between the shortage of affordable
housing and the increase in homelessness, federal assistance for assisted
housing has been cut by 70% in the last five years. The availability of
low-cost housing in the private market is also shrinking. (See Figure 1.)

RECOMMENDATIONS

---11i-RETWroaches to dealing with the problems of the homeless are
needed. However, the backbone of all of these approaches, for which
there is no substiI1RTli expanded federal assistance for more
permanent-housing for low-income families and individuals. Only in this
way can aaequate rending be provided to address the long-term, permanent
housing needs of those who may be temporarily homeless for a variety of
reasons.

2) Such assistance needs to be provided to PHAs and other groups that
are addressing a variety of special housing needs in their communities
such as housing for:

o the physically and mentally handicapped;
o young mothe s;
o alcoholits;
o the deinstitutionalized mentally ill; and,
o those in need of special education, job training and/or day care.

3) Operating subsidies for public housing should be supplemented in
cases where PHAs are providing housing to special needs households. In
addition, operating subsidy funds should be allowed to help subsidize
the rents of essential service providers that wish to locate some of
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their operations in public housing developments. [HUD currently forbids

this by regulation.] In addition, PHAs that increase their percentage
of single-room-occupancy (SRD) under HUD's proposed new rule, in order
to serve "special needs" individuals, should be granted a higher level
of per unit operating subsidy in recognition of those needs. (Also see
Section G above)

4) Adequate modernization funding should be provided to enable the
return of vacant public housing units to occupancy.

5) The Section 0 certificate program should be expanded and some of the
certificates set aside to help meet the special short-term needs of the
temporarily homeless.

6) In order to prevent evictions from both private and public housing
for nonpayment of rent, HHS should require every stet,. to participate In
the AFDC Emergency Assistance Program, and to remove restrictions on the
duration of such assistance.

7) Clearly, more is required than simple physical buildings in order to
address the problems of the homeless. Homelessness, in fact, is usually
a symptom of other problems.

Preventin homelessness is more effective than trying to "fix" it once
has occurred.

Public, private and community efforts need to be made:
o to maintain Single-Room Occupancy (SRD) buildings;
o to prevent loss of funds by doubled-up AFDC families;
o to assist those displaced by downtown or neighborhood renewal and

gentrification activities; and,
o to require housing for the mentally 111 who have been "dumped"

through deinstitutionalization programs.

Coalitions must be established among all groups to establish a national
housing policy and get housing production programs moving againiiThli
programs should be extended to support a variety of "nontraditional"
housing types in the community, such as SRDs, whose demise contributes
to homelessness.

In some cases, public housing units may be converted into shelters, with
City Council and HUD approval.

However, to the extent that PHAs become involved in the problems of
homelessness, they will need increased federal, state and local funding
assistance so they may begin to address the special needs associated
with the homeless. Services must be provided, along with shelters,
temporary housing and assistance in finding permanent housing resources.

The activities that PHAs routinely perform every day is one of the
biggest deterrents to a household becoming homeless, namely, providing
an alternative place to live for a low-income household. Homelessness
is on the increase, and it is not an accident that this trend
corresponds to the enormous cuts in the federally assisted low-income

216



203

-26-

housing programs over the past six years.

Q. Tenant management in public housing

Virtually all PHAs recognize a need for 'tenant involvement' in guiding
and steering the management and renovation if the developments in which
they live. (See also Section K.4 above.) F:com time to time, the idea of
tenant management of public housing developments is also recommended. This
concept has many meanings for many different people. For some it means tine
development is turned over entirely to the residents, on a contract basis,
and the tenants either carry out themselves, or arrange to have otherwise
provided, all required management and maintenance functions, including the
modernization of the units. A more limited concept of tenant management is
where the residents contract to perform certain specifically-defined
management functions on a routine basis, or supervise the performance of
such limited functions by a sub-contractor,

Historically, some of the most well-known examples of tenant management
of the *comprehensive' type have occured 4/here conventional management by
the Authority had failed and the development itself had sunk into severe
disrepair and social anarchy. Under these circumstances, not only was
anything better than the current Authority's management, but the residents
themselves were the only ones adequately positioned to carry out the
sometimes drastic measures required to return the developments to viability
and habitability.

In less extreme circumstances, tenant management experiments have been
more circumscribed, and relate to specific problems the development may be
facing, e,g.: (a) security; (b) rent collections; (c) tenant selection; (d)
evictions; and (e) setting priorities for maintenance 4nd modernization
activities to be carried out by the Housing Authcrity.

CLPHA Policy Recommendations
1) The general functions of management, maintenance and modernization
of public housing developments are the responsibility of the Housing
Authorities. However, when mutually agreeable to both Authorities and
residents, there are circumstances when selected management functions
may be advantageously contracted to tenant organizations either to carry
out themselves or to sub- contract to other providers.

2) Tenants should always be involved in helping to establish priorities
for management, maintenance and modernization activities in the
developments in which they live.

3) No Authority should be forced into accepting tenant management for a
development except in extreme cases where an emer enc has been
determined to exist due to the failure of the or y to perform even
the basic management services that the development needs.

4) Under ordinary circumstances, when a PHA contracts with a tenant
organization to carry out certain management, maintenance or
modernization functions, it shall be under the same terms, standards and
criteria applicable to other developments where there is no tenant
management, i.e. Lb? funding levels for various activities shall not be
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increased (or decreased) because there is tenant management.

5) My operating or modernization funds going to developments with
tenant management shall be channeled through the Housing Authority, not
be provided directly to the tenant organization by HUD.

In general, tenant management is an option which PHAs and residents may

currently pursue under existing statute and regulations. Proposals under

consideration by Cgngress that would mandate such activities or provide
funding directly to TOs for managemeniRiiiIties are opposed by CLPHA.

MIsCL3-6

2 0. 3
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APPENDICES

THE RAPID INCREASE IN RENT BURDENS

Perhaps the most striking feature of the
1974.83 period in the rental housing market
was the steady, rapid increase in rent burdens,
i.e., in rents plus heating payments as a percent-
age of household Income. The median rent
burden went from 20 percent of income in
1970, to 27 percent in 1980, to 29 percent in
1983. Furthermore, the share of households
with rent burdens below one quarter of their
Income dropped from 60 percent in 1974 to 40
percent 1983. The share of households with
rent burdens above seventy-five percent of
income rose from 8 percent to 13 percent.

The changes in the rent burden distribution
for the poorest households were particularly
dramatic. in 1974, the median rent burden for
households in the lowest income class was 35
percent of income. By 1983, the median rent
burden for households in this income class had
risen to 46 percent of income, and over one-
quarter of the households in this class had rent
burdens above three quarters of income. The
median rent burden in the second income class
rose from 21 percent of income in 1974 to 27
percent of income in 1983. In addition, this
income class experienced a large increase in
the number of households with rent burdens
between 25 and 50 percent of income. By
1983, almost half of the households in this
class had rent burdens of this magnitude. These
shifts are illustrated in Exhibit 18.

While rent burdens rose in all locations, the
increase was somewhat higher for residents of
central cities, where rent burdens were the
most onerous to begin with. The median rent
burden for blacks remained about 3 percentage
points higher than for whites.

These results must be interpreted with great
care for two reasons. First, some households
Fall temporarily into the lowest income class

-tuse of illness or the loss of 1 job. For these
households, high rent burdens do not persist
but do add to the difficulty of recovering from

unfortunate circumstances. On the other hand,
high rent burdens represent an ongoing prob-
lem for the long-term poor.

Second, these rent burdens are based on
households' cash income and therefore
exclude income in kind, such as food stamps
and Medicaid. Between 1974 and 1980, the
inkind benefits received by households, par-
ticularly low-income households, increased
significantly. As a result, the figures cited above
overstate the increase in rent burdens as a per-
centage of total income. While the exact incre-
ment to income from inkind benefits is diffi
cult to determine, one study estimates that
Including all such benefits reduces the median
rent burden In the lowest one-fifth of the
income distribution from 62 percent o 39 Per-
cent.' For the second fifth, the drop in median
rent burden would be from 30 percent to 27
percent. Inkind income does make a differ.
ence, but even accounting for inkind transfers,
rent burdens in this lowest income class are
now at extremely high levels.

It is important to note, however, that inkind
transfers stopped rising in 1980. Indeed, the
real market value of noncash transfers
declined 4 percent between 1980 and 1983.
The value of non-cash transfers per household
declir,ed by even more because the number of
recipients also increased over this period' The
above results therefore understate the increase

SOURCE: "Home Ownership and Housing Affordability in the United
States: 1963-1985," the 1986 report, by the Joint Center
for Housing Studies of MIT /Harvard.

7. NationalAtsociationofilomellulkiers. "LowandAlod
nutt,Mamteliwakw-

8SeeUSCamaBumau,"EstiougesofftxvriyhuNding
theM0mWfibmaublinKft198,C.
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in rent burdens between 1980 and 1983.
Recent increases in rents as 2 fraction of

income could, in principle, reflect invprove
ments in housing quality. The evidence does
not support th' possibility. The number of
households pan;culady at the bottom of the
income distribution residing In structurally
inadeqviate hcasie,, etas g.sen sharply. Funher

same period, real rents for households in the
$20,000-30,000 income class rose just 2.3 per.
cent and those for renters with incomes above
$30,000 were unchanged. The highcr rem bur
dens for lowincome households therefore pri
manly reflect a rabid growth in the amount
these households must pay for housing of any
given quality.

220'

more, it appears that rents Kim incrca_sed the
most rapidly for lovverinconve households.
One recent study found that between 19742nd
1983, renter households with 1974 incomes
below $5,000 saw 2 medi.in incn.A4 in real
rent of 9.9 percent and rcnu'r households with
1974 incomes between $5,000 and $10,000
saw 2 median incrcase of 9.6 percent" Over the
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UMW OF THE FIRST REPORT FROM THE VOUCHER DEMONSTRATION: A
COMPARISON OF VOUCHERS WITH SECTION 8 CERTIFICATES.Brool ,. MA

11.4.0

0.AP
1. Success rates.

7/27/87
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APPENDIX II

CWAIWW
OAP.. Over-all success rates for vouchers were about the same ascmeee ow

for Section 8 certificates: just over 601. This finding contradictsceemee NC
the theoretical expectation for the voucher demonstration. By remov-Me4Wq PA

h.om ing restrictions on rents and rent burdens, vouchers were supposed
to offer a greater housing choice and therefore have a higher successKmmACA mo
rate. According to the report. "Proponents of a housing voucher pro-
gram tend to see its greater housing choice as allowing recipients tome.
more closely match their housing to individual housing needs....This
view would expect that (vouchers) viii lead to higher applicant successmeewem

mee rates." (1) In fact, this did not happen.
me.s....Ncev,mo
n..e.o.d

2. Rent burdens. Under all currently existing low-income housing
Y.k assistance programs, including Section 8 "existing" and public housing.

ANroh
the tenant contribution is mandated statutorily to be 301 of income.Ca.1

The distribution of rent burdens for voucher recipients in the demon-
stration was as follows: (2)

rumusse
Rent/income ratio 1 of

MEPalmed recipients
Prokl.fte

Under 301 46.391A.Ama
Spo..p 30-402 27.74%IA.

40-501 14.10%5.. v.,

501+ 11.76%
Pe .4.4

Total 100.00%S ee.

3. Shopping incentive. One of the major advantages claimed byw.e.e.eoc
WAftmg. voucher proponents is that, unlike the cast of Section 8 certificates,

a voucher household that moves to find suitable housing will make a
special effort to find such as housing at rent levels below the pre-
vailing Fair Market Rents (DEW. since it gets to "keep the differ-
ence," -- whereas in the case of Section 8 certificates the admin-
istering authority keeps the difference. There is no data in the
report that makes the comparison between the rents of movers and the
local Fair Market Rents; and since there surely would have been had
the shopping incentive been proved to exist. It can be reasonably
concluded that there was no such proof. The report does state: "It
does not appear that the reduced out-of-pocket costs offered by
(vouchers) to recipients who rent below the Flats is In fact leading
recipients to economise in rent." What this seems to indicate is a
relative lack of units available to movers below current Fair Market
Rent levels.

(1) Source: page 7.
(2) Source: page 161 (categories combined)

609 C Street NE Washington DC 20002 (202) 543-4900

Main Office Seven Marshal Skeet Boston Massachusetts 02108 (617) 742 0820
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Page 31

4. Cost of vouchers.
The average subsidy payment for vouchers ($299/month) is $23 higher

than that for cetti'icates ($276/month). This is because the savings which
occur when a household rents below the THR goes to the household, while such
savings go to the government under the certificate program. [Note that this
effect is different from the "shopper's incentive" discussed above. A house
hold that stays in place can realize a "windfall profit" while staying in place,
if its rent is below Plot, without doing any "shopping" at all.]

Conceivably the average cost per voucher (to the government) could
increase at a slower rate than certificates in the future, but this would
be because the voucher, as presently designed, is allowed a subsidy increase
only twice in five years, while the certificate subsidy is increased annually.
The "savings" would come at the expense of the tenants.

5. Rent increases.
During the course of the Demonstration, forty six per cent (46Z) of

the voucher househe-s that did not move experienced rent increases of +$25/month
or more, and 16Z experienced increases of +$100/month or more. This is a poten
tial danger sign, indicating that vouchers may stimulate rent increases.

6. Success rate by demographic groups. (*)

Households that had to move to meet program requirements had much
lower success rates than those who stayed in place: and the former were such
more likely to be very lowincome: or minority: or dependent on welfare for
some part of their income; or a combination of all of these. There appeared
to be no difference between the success rates using vouchers or certificates
among demographic groups:

Success rates
Vouchers Certificates

White 75.6Z 71.2Z
Black 57.02 56.1Z
Hispanic 46.6Z 47.1Z

7. Housing quality. The report did not provide any information on housing
quality. Therefore, it is impossible to tell whether voucher recipients
paying above FHR are getting better housing for their :money or simply paying
more for the same quality. This apparently is to ba the subject Of further
research.

(*) Note that lived in adequate housing initially had higher success
rates than those who did not; whites had higher success rates with both
vouchers and certificates than did blacks and other races.
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AM.
M.A.
P H.* SECTION 8 AND VOUCHERS

Ono W., HA
MAP
CAA. the

APPENDIX III

Chime A. DIFTEIENEES SETH-LEN SECTION 6 AND VOUCHERS
c.......

PHApd
CelamMA cm There are two major types of differences between Section is
c.........WC 'existing' certificates and Vouchers. The first is a conceptualSHAPPA, PA
H ome" difference: under Section 6, rents and rent/income reties are
4""P C., ' capped and subsidy depends on rent; under Vouchers there are no
a... c.. HO caps and the.subsidy is fixed. The second type of difference is
1.......

i...v.s. an dmini i.e one: BUD has designed rules for administering
1..... the Voucher prograa that are diff from the adeini ive

61.14,.....,..ww.h. rules for'Section 8. HUD's voucher rules tend to sake Vouchers
Habit cheaper, according to BUD; but'this is largely because of NUD's
Mwatoww,Cmy KO &antra ive fist, not because Vouchers are in fact inh ly
He. HAHN
He. Hp.te lets expensive.
He. WA
NevAA
OAP Co4
CYO..
OAAAA

PIJAIAN.
PAW".
P eAfpowl HI

PomAtHe
PerAePo
Somme*
SO IA.
S. Pool
SO PowAri
Sol P.......
UMW
TON.
WAAArt. D C
WAwArp.

The most Jape daini i.e differences are as follows
(for core detail see attscheent A):

1. Under Vouchers, the payment standard starts out at, but
does not necessarily keep up with, ria (this say have been
changed by a NOM published on 2/19).

2. The Section 8 ACC allows cost amend ; the Voucher ACC

does not.
3. Funding, reservations for Section 8 and Vouchers are made

diff ly. Trellainary indications are that Voucher funding
reservations say not allowloi enough project reserves, and ?figs
will have to issue fewer Vouchers to pay for subsidy increases in
the final years of the ACC.

4. Under Section 8, exception rents of up to 1101 of Ftill are
alloyed; under Vouchers there are no exceptions to the payment
standard.

5. Section 8 subsidies can be increased annually; Voucher
subsidies can only be increased twice in 5 years.

6. Administrative fees are higher for Section 8 than for
Vouchers.

7. The ?NA csa pay sore damage claim' to the landlord under
Section 8 than under Vouchers, and con also reimburse a landlord
for unpaid rest when a unit is vacated.

There are soma additional lapo facts about the way the
Voucher program is being rue. First. BUD'S fondles allocations
for Vouchers are based on its estimate of tbe cost of two bedroom
units and the estimated tenant contribution. Because the average

509 C Street HE Washington DC 20002 (20Z 5434900

Main Office: Seven Marshal Street Bodes Marachusetis 02106 (6171742.0620

78-541 0 87 8
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unit bedroom size usually ends up being larger than two bedrooms, and ROD
sometimes miscalculates the tenant contribution, PRA, are only able to fund
70 to 802 of the number of units ROD originally stated the Budget Authority
would cover.

Second, The ACC term for Vouchers is only 5 years. This sakes it
difficult to plan for their administration and will cause large numbers of
Vouchers to expire in the early 1990s, when the first batch of Section 8
ACCa, begun in the mid- 1970s, will also expire. Finally, the rulemaking for
Vouchers has been done through NOVA', not the standard procedure required
under the Adninistiative Procudures Act (APA).

1. AUTRORI2INC AND APPROPRIATIONS IISTORT 07 VOUCRERS

1. Authorizations.
Vouchers were originally authorized by the Rousing and Urban -Rural

Recovery Act of 1983. ROD has established two categories of Vouchers: (a)
Rental Rehab Vouchers, which are similar to Section 8 Moderate Saheb; and
(b) Freestanding Vouchers, which are like Section 8 existing. Fr nding
Vouchers are used in four ways, as shown below:

1. Swill Rural Demonstration- a demonstration program designed to test
hale Vouchers work in small rural areas.

2. Large PRA Demonstration- another demonstration to show how Vouchers
work in large urban areas.

3. Formula Vouchers- these are given to families, not as a part of a
dconstration, but as just another way of subsidising rental housing.

4. Opt out, loan nanagesent, and PRA demolition Vouchers- these are
Liven out to families involved in subsidized housing which is discontinued
(236, 515, etc.), as an incentive for private, developers to buy and develop
BUD -owned land, .4 to families living in public housing units which are
deprogrammed, respectively.

2. Appropriations
The following table shows the number of Vouchers for which funds were

appropriated in Y284-87 and the Administration proposal for F288:

ne4
ryes

P286
ne7
nee

Rental
Rehab

Small Rural
Deno

Large PRA Opt Out, Loan
Deno Formula lingiDemolition

10,000
30,000

14,585
10,000

3,000
5,000

4,300
20,914
36,500

79,000

1,000

961
1,000

14,000

C. TB! LARGE PRA DMIONSTRATION

This program, run by Abt Associates, tests Vouchers by issuing then to
households at the sane time that a Section 8 Certificate of equal bedroom
size is issued to another household. The decision on which household gets
which kind of subsidy is totally random, and extensive data is kept on the
subsequent experience of both households.
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The first demonstration Vouchers were issued to MIAs in April, 1985.
Soon thereafter the 20 Pas in the demonstration had received roughly 200
Vouchers each. Data will be collected until sonatina between November,
1987 and.Novenber, 1988, when the final report should be ready. The first
draft of the first report of findings is currently being reviewed by HUD,
and is expected to be released to the public by April.

The study's methodology should theoretically allow it to accurately
test Vouchers, but there are two caveats one should keep in sand. Visit,
HUD pay extensively edit the results of the Demonstration before releasing
them, so that they will support HUD's own determination to prove that
'Vouchers work.".(Another factor is MUD arntwisting Some PRA' have
recently reported that IUD officials have threatened their CIA! funding
will be reduced unless they sake the Vouchers in their Demonstration work!)
Second, it is possible that, for a variety of administrative reasons, any
major problems with Vouchers will manifest themselves only in the fourth or
fifth year of the ACC, but the data iron the study will only cover the
first 3 years, et the most.

The early results of the Voucher demonstration indicate that the lack
of caps on rent and rent/income ratio does in some circunctances allow
uncut' to move into better units inbetter locations than would be
possible under Section 8. However, substantial number of tenants end up

paying over 402 of their income for rents, and some pay as such as 602.
Because the'Vouche: subsidy is fixed, sone tenants are rewarded for
choosing cheap units: however, most of these are people who were living in
en acceptable unit before the program; not "smart shoppers".

Sone very preliminary results from the Voucher Demonstration will be
presented by palmitind at the CLPHA meetings at the end of Pebruary,
Including the Directors of Leased Housing for the Boston, New York City and

Omaha Dousing Authorities.

D. MAP-WHAT DID TT REALLY SNOW?

Vouchers do not work as well for large families, minorities, the van' poor, and

people living in substandard housing.

The Experimental Mousing Allowance Program, a $160 million experiment which
conpared different methods of subsidising low income housing, is often cited by
HUD as having proved that Vouchers work. Although there nay be sole advantages
to Vouchers, the following data from ERAP show that they do not work well for

everyone

4o 0a %)
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Success rates in SNAP for different groom

PITTSBURG'S a'r MENTZ
number
applying
for
subsidy

number success
finding rate
acceptable
snit

number
applying
for
subsidy

number
finding
acceptabla
unit

success
rate

SOUSES= SIZE
persons 133 100 651 179 119 672

3-4 persons 209 123 392 245 154 631
3-6 persons 86 44 511 69 43 511
7 moors 35 13 37S 59 19 321
RACE OR ETNNICITY
OT HOUSEHOLD MEAD

448 266 591 439 289 661non-minor ty
black 144 65 451 41 16 391
hispanic - - - 182 86 472
INCOME
A-666 or sore - 11 3 431
8,000 - 9,999 - - - 27 15 561
6,000 - 7,999 63 34 541 136 88 651
4,000 - 5,999 190 119 631 239 156 652

2,000 - 3,999 264 145 551 174 97 561
1,000 - 1,999 73 33 451 75 30 402
QUALITY Of NOOSING
AT OUTSET
Meats program
standards 39. 39 1001 57 57 1001
Voss not meet
program standards 229 69 301 240 106 441

NOTE: The data listed here comes from the portion of ERAP which is most similar
to today's Vouchers, the housing gap payments with housing quality standards in
Pittsburgh and Phoenix. Than are, howovsr, significant differences between
this part.of VW and today's Vouchers. Nothing in ERAP resesbled Section 8 as
closely u this part resembles Vouchers.

SOURCE: Kennedy and MacMillan Participation under Alternatives Sousing
Allowance program's Evidence from the Rousing Allowance Demand Expetiment.
Abt Associates, Cambridge , 1980.
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Part 1
COSCAA Housing Policy

As a cornerstone of a responsible national housing policy,
COSCAA proposes a new partnership between the federal and state
governments to help meet the acute housing needs of low- and
moOnrate-income households. COSCAA's proposed State Housing
IrWAntive and Partnership Program (SHIPP) provides federal funds
to encourage states to contribute their own resources to help
solve housing problems. Because both the nature of housing
problems and the appropriate organizations to deliver housing
resources vary enormously across the country, states are in the
best position to blend federal resources and their own resources
and capabilities with those of the private sector, the nonprofit
community, and local <;overnment to address housing needs. The
SHIPP envis.;Zels an even stronger state commitment to design, help
fund, and implement housing policies and programs. Part II of
this policy statement gives a detailed description of
the SHIPP.

COSCAA's housing policy envisions the SHIPP as the primary
national housing program for low- and moderate-income housing
production. However, COSCAA's housing policy includes two other
major elements. First, the federal government must continue its
role in rental assistance by adequately funding rental assistance
payment programs. Second, the federal government must maintain
primary responsibility for ensuring that existing lov- and
moderate-income housing be sustained as fully and as adequately
as possible for low- and moderate-income households. Thus, the
federal government, working cooperatively with state and local
government, the private sector, and the nonprofit community, must
provide the financial resources necessary for dealing effectively
with at-risk, privately-owned subsidized housing and to repair
and maintain existing public housing.

Additionally, COSCAA advocates making federal housing
programs that are not folded into the SHIPP more efficient;
recommends changes in tax policy to make the low income housing
tax credit more effective, continue the use of mortgage revenue
bonds, and facilitate the use of state and local government
general obligations bonds for housing; and encourages the
maintenance of federal insurance and secondary market activities.

A. Prologue

The need for affordable housing in the United States is more
acute than at any other time in the last 20 years. In 1983 an
estimated 29 percent of the country's household experienced one
or more of these serious housing problems: overcrowding,
excessive costs, or substandard dwellings. The economic growth
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of many communities is threatened by the absence of ,housing
affordable by workers. The time has come for a renewed major
commitment to providing affordable housing for low- and moderate-
income households. coscAA believes that providing safe,
sanitary, and decent housing for every American is essential for
the health and well-;acing of our families and communities.
Housing is a basic necessity that must be affordable if
individuals are to have an opportunity to develop their talents
and become productive citizens.

To help meet the nation's housing needs, COSCAA proposes
that the federal government form a new partnership with states by
creating a State Housing Incentives and Partnership Program
(SHIPP), a program that would challenge states to combine
creatively a variety of housing resources in response to each
state's unique housing needs.

In the last six years over 100 new housing programs have
been initiated by states using state funds. The expeelnce of
states in housing shows that state housing progrtAs can
effectively leverage public and private funds to increase the
supply of affordable housing. However, state resources alone are
not sufficient to solve the problem. A significant federal
financial commitment also is required.

The basic objective of the SHIPP is to provide a federal
financial incentive so that every state contributes its own
resources to help solve housing problems. These resources
include not just additional dollars but also the expertise of
people, from state and local government, the pr sate sector, and
the nonprofit community, who know best the state's housing
problems and how to solve them. What is anticipated is a
stronger state commitment to design and implement a coherent
statewide housing policy.

States are in the best position to design and implement
housing assistance programs that must effectively respond to the
wide variations in housing markets across the country. From
Alaska to Arizona, from Texas to Minnesota, and even within
states, conditions of supply and demand, price and income,
require that housing programs be attuned to specific
circumstances if public funds are to be used wisely, In some
areas or times, homeownership programs may be best: in other
areas or tines, rental programs may be most needed. By stressing
flexibility, the SHIPP encourages the creation of cost effective
housing programs responsive to unique situations, including the
proper mix of ownership and rental programs.

In addition to disbursing funds, states are in the best
position to deal most effectively with a wide range of issues
that affect housing affordability. Issues such fis land use
regulations, building cods standards, real estate tax policies,
and equal opportunity in housing, for example, have traditionally
been the domain of state and local governments. The EHIPP can
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function as an incentive for states to work with localgovernments to take positive actions in all of these areas,
actions that will result in more affordable housing. State
governments look at a much broader housing market than do local
governments. Additionally, states are often more removed from
the intense details of sits- related politics than are localities.
States are in the best position to assess problems and establish
priorities.

The availability of substantial federal funds for housing
programs to be administered by the states can generate new grassroots support for housing programs. Stronger and better
organized housing constituencies would most certainly appear instates where past public support for housing has not beensalient. The SHIPP can create and energize a partnership between
state and localities that in the long run would strengthen state
and local involvement in and commitment to housing. States can
energize the appropriate mix of local, nonprofit, and private
sector participants -- whose relative strengths and capabilities
vary enormously across the country -- to help meet housing needs.

States also are in the best position to achieve for thefirst time a coordination betwetn the development andimplementation of housing policy and the development and
implementation of policies concerning welfare shelter allowances,
job training, day care services, and other related services. The
present arrangement of separate delivery systems for welfareshelter assistance and housing assistance, for example, is
ineffective and inequitable. States can take creative steps to
address these problems with the opportunity provided by theSHIPP.

COSCAA believes that homeownership and equal housing
opportunities should be basic goals of national and state housingpolicies and that the SHIPP can help further those goals.Community revitalization and neighborhood stabilization areenhanced by a sense of ownership, whether it takes the form of
single family units, limited equity cooperatives, mutual housing
associations, or greater tenant participation in the managementof rental housing. Housing funds are an important resource t%ftt
can be used to preserve neighborhoods and prevent Ult.
displacement of the poor. The SHIPP is intended to support those
objectives.

Regarding equal housing opportunity, states should support
existing federal fair housing laws and work to adopt at least the
equivalent of federal law as state and local policy. Where
stronger enforcement mechanisms are needed to make equal housing
opportunities a reality, those mechanisms should be adopted at
the federal, state, and local levels.

One of the nation's most dramatic housing policy issues in1987 is the ever increasing number of homeless familiesthroughout the country. Partly because of the absence of enough
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affordable housing units, thousands of persons are being denied
the opportunity to develop their abilities and contribute to
their family's and society's well-being. This nation's housing
policy must address these needs. It is time to invest enough
resources in housing to meet one of the basic, fundamental neods
of human beings, the need for shelter.

Thi. problem of homelessness is directly related to another
basic housing issue, the issue of long-term affordability. The
threat of increasing homelessness i very real as federally-
assisted units become eligible for conversion to market-rate
housing. A commitment to long term affordable housing is an
essential part of COSCAA's proposal. Spending additional funds
to increase the supply of affordable housing may result in
little achievement if in five or ten years residents can no
longer afford to live in units initially assisted with public
funds. Long term affordability must be a goal of federal, state,
and local housing policy.

The SHIPP uses. federal finds to challenge states to become
full partners in initiating, administering, and helping fund
programs that will increase the supply of affordable housing for
low- and moderate-income Americans. COSCAA believes states are
ready to accept that challenge.

B. State Housing Incentive and Partnership Program (SHIPP)

COSCAA recommends that tho primary federal funding program
for the production of rental and homeownership housing for low-
and moderate-income households be the State Housing Incentive and
Partnership Program. SHIPP would channel funds to the states for
a variety of housing production-related activities for low- and
moderate-income households in a way that would encourage
increased state' financial commitment to help meet housing needs.

SHIPP would be funded primarily through new funds

appropriated by Congress, although COSCAA understands that
several small-scale housing programs may be eliminated and their
appropriations folded into the SHIPP. With initial funding at $4
billion the SHIPP would provide an effective and much needed
complement to the Community Development Block Grant Program. In

no way should the SHIPP even partly replace the CDBG program.

In the first year, 20 percent of the SHIPP funds would be
allocated to the states on a housing needs basis. Fifty-five
percent of the SHIPP funds would be allocated to states on a
housing needs basis but would be accessed only by those states
that contribute a threshold amount of own-source revenues to
housing. This threshold amount would be based on a state's
capacity to provide such financing. Twenty percent of the SHIPP
funds would be made available on a pro-rated basis to those
states whose own-source financial commitment exceeded their

4
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threshold amount. Five percent of the funds would be reservedfor a Secretary's discretionary fund.

States would use the funds for a multitude of activitiesrelated to providing housing for low- and moderate-incomehouseholds. Twenty percent of the funds would have to be used
for households with incomes of 50 percent or less of median, 80
percent of the funds would have to be used for households with
incomes of 80 percent or less of median, and 100 percent of the
funds would have to be used for households with income of 110
percent or less of median.

States would have the ability to distribute funds amongstate agencies, local governments, public housing authorities,
nonprofit organizations, and the private sector to achieve thepurposes of the SHIPP. The governor would designate the stateagency responsible for administering the SHIPP. States would berequired to undertake a public process in developing their plan
for administering the SHIPP, would be required to prepare a
statement of housing needs and how its administration of the
SHIPP would address these needs, and would be required to preparereports on its implementation of the SHIPP.

Part II of this policy details the SHIPP.

C. Federal Rental Assistance Programs

The federal government must continue assuming full financial
responsibility for present and future rental assistance programs,such as Section 8 certificates, vouchers, and the rentalassistance program of the Farmers Home Administration. Althoughsome states may elect to use part of their SHIPP and state
resources to fund rental assistance programs on a limited basis,
rental assistance programs are much more appropriately funded byfederal resources.

As part of increased state involvement in housing andefforts to forge a coherent statewide housing policy, statesshould have cne option of assuming the primary responsibility for
allocating, if not administering, new rental assistance funds as
well as current rental assistance funds when these are being
ineffectively used. This includes the Existing Section 8
certificates, vouchers, and the FmHA's Rental Assistance program.
States should work with public housing authorities and other
organizations to develop the most effective statewide delivery
and monitoring system possible. Additionally, as states gain
experience in administering the SHIPP, they should increasingly
have the option to administer and then fully use in a flexible
manner federal housing programs such as FmHA 502, FmHA 515, andHUD 202.

5
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D. Existing Public Housing Stock

COSCAA recognizes that housing managed by local public
housing authorities plays an important role in providing
affordable rental housing for low-income families. In hundreds
of communities public housing provides an essential focal point
for social services necessary to helping low-income families
acquire the skills and resources necessary to enter the private
housing market.

As it was originally designed, the public housing program
required no on-going operating subsidies. Beginning in the late
1960s, however, a series of changes to the basic program
destroyed its financial integrity. While some of these changes
were sound in concept, the system put in place to compensate for
them did not provide PHAs with adequate means to continue running
financially viable housing projects.

Several changes are necessary for PHAs to regain their
financial integrity. PHAs should be allowed to rent a greater
portion than 5 percent of their units to households that have
incomes between 50 and 80 percent of median. The current income
limit of 50 percent or less of median income unduly restricts
rent receipts and tends to concentrate very low-income, multi-
problem households in a small geographical area.

Congress should direct HUD to review closely both the
performance funding system (PPS) formula and the allowable
expense levels used in the formula. Also, while the PPS does
make allowances for "costs beyond the control" of authorities,
time limits should be set for HUD to respond to requests from
PHAs for this type of waiver.

Third, PHAs should be required to collect and manage reserve
funds to cover major rehabilitation expenses. With PHAs managing
reserve accounts, the need for a modernization program will
gradually be reduced. However, until reserve accounts are built
up, the federal government should maintain responsibility for
adequately funding the modernization program.

Conversion of units to resident ownership should be
permitted, but only if the conversion is accompanied by
replacement rental units. Tenant management programs should also
be encouraged as a means of empowering tenants.

COSCAA recognizes that new public housing units are
desperately needed to house homeless families, as well as
families living in over crowded conditions or paying more than 50
percent of their income for rent. Additional public housing
units can be most effectively produced through the use of SHIPP
funds.

6
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E. Existing Subsidized Housing Stock

I: nothing is done, up to 3.5 million rental units occupied
by low- and moderate-income households may be removed from the
housing inventory over the next sixteen years, cutting the supply
of low income housing from 12.9 million units to 9.4 million
units. At the same time that these affordable housing units are
disappearing, the number 'of households needing low rent units is
projected to increase by 5.3 million. If nothing is done, in
sixteen years 8.8 million additional households may be in need of
affordable housing -- 18.7 million Americans faced with the
threat of homelessness.

To avoid the dramatic impact on families and communities of
persons being evicted from their homes, COSCAA urges the federal
government to act decisively to maintain the existing federally
supported housing stock for low-income persons. The most cost
effective method of housing low income persons is to maintain the
housing units in which they now live.

Congress should ensure that extensive displacement of low -
or moderate-income persons does not occur until Congress and
other interested parties have a comprehensive agreement about the
scope of the problem and solutions that will protect the tenants
and other interests involved.

Intermediaries such as nonprofits, Ms, states, and local
governments should be used as much as possible to help derive and
implement solutions. Each rsntal housing development has its own
unique set of conditions affecting its marketability and the
amount of funds required to preserve it as housing for low-income
persons. Intermediaries can be very effective in achieving the
goal of long term affordability.

Congress should consider the relative merits of the
following examples of ways to deal with the long term
affordability problem.

1. A right of first refusal by tenants or nonprofit
organizations identified by tenants to purchase federally
subsidized properties from their current owners when such owners
opt to prepay their current mortgages can be established. The
right to purchase the properties can be extended to state and
local governments when the tenants either fail to exercise or
waive their right.

2. Federal funds can be appropriated to provide grants or
loans to nonprofit or governmental organizations to assist in the
purchase of the properties. In return for this assistance, the
purchaser would pledge to maintain the housing for low-income
persons for the life of the buildings.

7
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3. The current tax treatment of financial gain realized on

the rale of low-income properties can be changed so that current
owners have more incentive to sell to new owners who agree to
maintain the units for low- and moderate-income use.

F. More Efficient Federal Programs

COSCAA believes that the delivery system of those federal
housing programs that are not folded into the SHIPP should be
made more efficient and responsive to the particular needs of
individual states and to those administering the programs. Every
effort should be made to allocate federal housing resources in a
manner that is consistent with state priorities and in a manner
that encourages the appropriate federal-state-local-nonprofit-
private partru.ship.

COSCAA recommends that all administrative and regulatory
requirements of existing federal housing programs be
comprehensively reviewed with the objective of minimizing the
administrative cost burden and eliminating program duplication.
To achieve this goal Congress should direct HUD and FmHA to
establish a national commission on federal housing administrative
requirements. States and localities and agencies that administer
the programs at the local level should be well represented on the
commission.

Two examples illustrate the administrative burden imposed on
states and other service providers. First, the Section 8
Existing Housing Program can take 20 pages of paperwork to
qualify one person for a certificate. Second, the Section 8
certificates and voucher programs both subsidize the rent
payments of low-income persons and have many similarities. Yet
to administer the programs, the service provider must prepare twc
different sets of landlord and tenant information packages, two
different sets of computer programs for issuing checks, and two
different training packages for local administrators.

COSCAA urges that maximum effort be invested in reducing
administrative costs by minimizing paperwork requirements.

G. Tax Policy

1. Low Income Housing Tax Credit

The legislation authorizing the low-income housing tax
credit should be amended to make the credit a more workable tool
for developing low income housing and to ensure its compatibility
with the SHIPP. Congress should consider the following examples.

a. Under current law a project must be placed in service in
the specific year in which it has been granted a credit
allocation. If the project is not completed and in serve by

8
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the end of the year, the credit allocation is lost -- both to the
project and to the state which provided it. Congress should
consider changing the law to allow the credit to be carried over
to the next calendar year when at least half of the cost of a
project has been incurred by the end of the allocation year and
vhsn the project is placed in service the following year.

b. The tax credit statute currently denies credit on the
acquisition cost of an existing project if the project has
changed hands within the preceding ten years. Congress should
consider making the credit usable with any federally-assisted
housing that is financially distressed or in danger of being
converted to upper income housing. The entire inventory of
federally-related housing should be viewed as a present or
potential resource for lower income persons and a prime target
for the use of the credit.

c. The statute sets limits on the income of low-income
tenants at 50 percent or 60 percent of the area median,
depending on whether the "20-50 test" or "40-60 test" is used.
Rents are restricted to 30 percent of the applicable income
ceiling. In the poorest areas of the country, particularly in
rural areas, these restrictions combine to produce permissible
rents so low as to make it financially impossible to support
construction costs. Congress should consider permitting the use
of the higher of the state nonmetropolitan or county median
income as the basis for determining rent levels.

d. Congress should consider allowing states to set the
value of the tax credit when the credit is allocated rather than
having to wait until the project is placed in service.

2. Mortgage Revenue Bonds

The use of mortgage revenue bonds, which have proven to be
effective in offering homeownership opportunities to limited
income, first time home buyers, should be extended beyond the
current sunset date as proposed in H.R. 2640 and S. 1522.

3. General Obligation Bonds

No restrictions should be set on the use of state or local
government general obligation bonds to finance housing
activities. Those bonds, which are backed by the full faith and
credit of states and localities and are retired by general funds,
should not be constrained by the federal government.

H. Insurance and Secondary Market Activities

COSCAA supports maintaining and strengthening the federal
loan insurance and guarantee programs of the Federal Housing
Administration and the Veterans Administration, which have

9
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enabled millions of Americans who otherwise would not have been
able to purchase a home to achieve the dream of homeownership.

COSCAA opposes efforts to privatize or to restrict or
encumber the operation of these programs, such as through the
imposition of restrictive volume limits, additional user fees, or
income targeting.

The federal and federally sponsored secondary market
institutions -- the Government National Mortgage Association, the
Federal National Mortgage Association, and the Federal Some Loan
Mortgage Corporation -- have greatly increased the availability
of mortgage capital and rvduced homeownership costs for millions
of Americans. These institutions provide nationwide access to
residential mortgage credit at a uniform cost and at all stages
of the credit cycle. COSCAA strongly opposes any attempt to
"privatize" unnecessarily or weaken any of these secondary
mortgage institutions. Attempts to increases the cost of
securities issued by FNMA and mum through the imposition of
user fees would diminish homeownership opportunities and reduce
economic growth. Other restrictive proposals would be counter
productive and undermine the expressed public purpose of these
institutions.

I. Conclusion

The housing policy COSCAA proposes would substantially
improve the quality of housing for low- and moderate-income
households. It would orchestrate the most appropriate
partnerships among the federal, state, and local governments, the
private sector, and the nonprofit community. The policy builds
on the housing initiatives of the recent past and seeks to make
safe and decent housing a realistic goal once again for all
Americans.
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Part 11
State Housing Incentive and Partnership Program

A Statutory Outline

A. Authorization

The Secretary is authorized to make grants to States and
Indian tribes to carry out activities in accordance with this

title. There are authorized to be appropriated for purposes of

assistance under this title $4,000,000,000 for fiscal year 1989,

$4,500,000,000 for fiscal year 1990, and $5,000,000,000 for

fiscal year 1991. [Moat of thane funds would be new

appropriations, but COSCAA understands that Congress may

eliminate several small-scale housing programs and fold their

appropriations into the SHIPP.)

B. Definitions

The term "state" means any state of the United States, or

any agency or instrumentality thereof approved by the Governor,
and the District of Columbia and the Commonwealth of Puerto Rico.

The term "general purpose local government" means any city,

town, township, parish, village or other general purpose
political subdivision of a state; Gaum, the Northern Mariana
Island, the Virgin Islands, and American Samoa, or a general

purpose subdivision thereof; a combination of political
subdivision recognized by the Secretary, and the Trust Territory
of the Pacific Islands.

The term "Secretary" means the Secretary of Housing and

Urban Development.

The term nonprofit housing organization" means a 501(c)(3)

organization that has the provision of housing services as one of

its purposes of incorporation.

The term "instrumentality of local government" or

"instrumentality of state government" means a special district or
special authority established for a public service pursuant to

local or state legislation.

The term "initial allocation" means the portion of State
Housing Incentive and Partnership Program funds allocated among
the states without any requirement for a state contribution.

The term "incentive allocation" means the portion of State
Housing Incentive and Partnership Program funds allocated among
only those states that contribute a threshold amount of own-
source revenues for housing.

11
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The term "partnership allocation" means th- portion of State

Housing Incentive and Partnership Program funds allocated on a
pro rata basis only to those states that have exceeded their
threshold contribution amount.

The term "threshold contribution amount" is the minimum
amount of own-source revenue that a state must contribute to
housing annually to receive its annual portion of the incentive
allocation.

The term "own-source revenue" means direct appropriations
from a state's general fund, authorizations to issue state
general obligation bonds, and state levied fees and special taxes
dedicated to housing.

C. Statement of Activities and Review

Prior to the receipt in any fiscal year of a grant under
this act, the grantee shall have prepared a final statement of
housing objectives and use of funds and shall have provided the
Secretary the required certifications.

The statement of the projected use of funds shall consist of
the policy the state will use in distributing funds, including
administrative funds, to local general purpose governments, to
nonprofit housing organizations, to private for-profit
developers, to local instrumentalities and agencies, and/or to
state instrumentalities and agencies. This policy shall
reference the general extent and kind of housing needs that exist
in the state, especially as those needs affect persons of low-
and moderate-income. The policy shall also (1) outline the
state's housing priorities, (2) briefly describe the state's
overall strategy for addressing its housing needs, including the
relationship to non-housing resources and policies, and (3)
provide information on how the state will attempt to minimize the
displacement of persons as a result of activities assisted with
these funds and on how the state will assist those actually
displaced as a result of these activities.

The grantee shall in a timely manner (1) furnish citizens
and general purpose local governments information concerning the
amount of funds available for proposed housing activities as well
as the grantee's plans for minimizing the displacement of
persons, (2) publish a proposed statement to provide citizens,
local governments, and other interested parties the opportunity
to review and comment, (3) hold one or more public hearings, (4)
provide citizens and local governments reasonable access to
records regarding the past use of funds under this act, (5)
provide citizens and local governments with reasonable notice of
proposed substantial changes in the final statement, (6) make the
final statement available to the public, and (7) provide a copy
to the Secretary along with the required certifications.

12
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Before receiving funds under this act, the grantee must
certify to the Secretary that (1) the grantee is in full

compliance with the review requirements identified above and (2)
the grant will be conducted and administered in conformity with
Public Law 88-352 and Public Law 9G-284 and that the grantee will
affirmatively further fair housing.

D. Reporting Roquirments

Each grantee shall submit to the Secretary, at a time

determined by the Secretary through the process identified
herein, a performance and evaluation report on the use of the
funds made available through this act, together with an
assessment by the grantee of the relationship of such fund usage
with the grantee's final statement. The report on fund usage
shall include information on the number and types of households
served, including the income levels of those served. The report
shall be made available to the public so that citizens and local
governments have a chance to comment on the report prior to its
submission as the grantee may determine. The report shall
include a summary of any comments received from citizens, local
governments, and other interested parties.

The Secretary shall consult with national associations of
states, local governments, and other housing interests to develop
uniform recordkeeping, performance reporting, and auditing

requirements. Based on the Secretary's approval of these
recommendations, the Secretary shall establish such requirements
for use by the status.

The Secretary shall make such reviews and audits as may be
necessary to determine whether the grantee has carried out its

activities in a timely manner, whether the grantee has
distributed its funds in conformance with its final statement,
whether the grantee has carried out its certifications in

compliance with this act and other applicable laws, and whether
the grantee has made such reviews and audits as may be necessary
to satisfy the requirements of this act and other applicable
laws.

E. Revolving Loaa Fund

States receiving funds under this act may draw down funds in
a lump-sum basis to establish, either directly or through a
recipient, one or more revolvin- loan funds in private financial
iastitatioes for the purpose of financing rehabilitation

activities. these rehabilitation activities must begin within 43
dayn after zeceipt of much lump sum(s) and substantial
disbursements from these funds Lest b.nin within 180 days after
receipt of such lump cur:'.).
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F. Program Income

States may require as a condition of any amount distributed
through this act that a recipient shall return to the state
income realized from the amount distributed.

G. Setaside of Funds

The funds authorized under this act shall be divided into
four parts as follows.

1. Twenty percent of the first year's funds shall be made
available to all the states for their distribution and/or use for
activities identified in this act. This portion of the funds
shall be called the "initial allocation." The Secretary shall
distribute in a state the amount of the initial allocation if a
state elects not to distribute and/or use its initial allocation.

The amount of funds in this allocation shall remain the same
in the next and subsequent fislal years notwithstanding any
increase in overall funding authorization for this act.

2. Fifty-five percent of the first year's funds shall be
made available to those states that certify the expenditure of
state own-source revenue in an amount equal to or greater than
their threshold contribution amount. This portion of the funds
shall be called the "incentive allocation."

The amount of funds in this allocation shall increase with
each increase in funding authorization in the next and subsequent
fiscal years by 11/15 of the amount of increase in funding
authorization in bash year.

3. Twenty percent of the first year's funds shall be made
available on a pro-rata basis to those states that certify an
expenditure of state own-source revenue in an amount greater than
their threshold contribution amount. This portion of the funds
shall bs called the "partnership allocation."

The amount of funds in this allocation shall increase with
each increase in funding authorization in the next and subsequent
fiscal years by 4/15 of the amount of increase in funding
authorization in each year.

4. Five percent of the first year's funds shall be made
available to the Secretary to be used at his or her discretion
for the following activities.

Up to one-half of this discretionary fund may be used by
the Secretary to assist states in undertaking their
responsibilities under this act. Provided, however, that the
maximum amount of funds that may be used for this assistance
shall decrease to 40 percent in fiscal year 199C and to 30
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percent in fiscal year 1991 and thereafter. Such assistance may
include grants made directly to states and/or through contracts
to provide (1) technical assistance in planning, developing, and
administeri g funds provided through this act, (2) technical
assistance to prepare states for administering funds provided
through this act, including states that have temporarily declined
to accept their initirl allocation, and (3) data and information
that will be useful in the implementation and evaluation of this

act.

The Secretary may use up to 75 percent of the discretionary
fund to provide financial assistance to projects that show great
potential for demonstrating innovative and cost effective
building materials or construction processes, for projects that
may otherwise take an inordinate percentage of a state's

allocation under this act, for projects that show unique and
potentially transferable partnership arrangements, or for other
innovative and creative projects that otherwise show potential
for reducing housing costs or meeting unique housing needs.

In making decisions about housing project applications to

fund, the Secretary shall heavily weigh the actions taken by the
state in which the project is located to address the goals and
meet the purposes of this act, other than the state's own-source
financial commitment. The Secretary shall especially consider
state actions that potentially lower housing. costs through

regulatory related activities, particularly those affecting the
availability and cost of land for affordable housing, and to fair
housing and other measures that reduce discrimination in the
sale, rental, lease, or construction of housing.

The Secretary is also authorized to make grants from the
discretionary fund to Gaum, the Virgin Islands, American Samoa,
the Northern Mariana Islands, and the Trust Territory of the
Pacific Islands.

The Secretary is also authorized to make grants from the
discretionary fund to Indian tribes.

H. State Threshold Contribution

To receive funds from each fiscal year's incentive
allocation, the governor must certify the amount of state own-
source revenue that the state will spend on housing during the

szme period of time that the state distributes and/or uses funds

from its incentive allocation. This amount must be equal to or
greater than the threshold contribution amount determined for the

state. Each state's threshold contribution amount shall be based

on armeasure or measures of its ability to pay. The states'

total aggregate threshold contribution amount shall equal 10

percent of the total amount of funds in the incentive allocation,

or $220 million. The states' aggregate threshold amount shall
not increase with any increase in the aggregate total of the
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inczntive allocation. However, any decrease in the aggregate
incentive allocation shall result in a pro rata deduction of the
states' total threshold contribution amount.

(MOTE: Table I illustrates three possible threshold
contrition amounts for each state based on representative tax
zystc= capacity, per capita income capacity, and a combination of
the two. Although data were not available for Puerto Rico and
the District of Columbia, they are intended to be eligible
grantees of funds through this act. The appendix provides a more
thorough explanation of Tables I.]

Each state's threshold contribution amount must be provided
from own-source revenues, such as direct appropriations from the
szneral fund, authorizations to issue general obligation bonds,
and state-levied fees and special taxes dedicated to housing.
However, any fees or special taxes levied on the housing assisted
through this act shall not be included in determining the state's
threshold contribution.

While each state's threshold contribution must be spent on
housing, these expenditures need not meet the eligibility

requirements or other constraints of this act. State

expenditures for developing state housing plans, undertaking
housing market research, housing policy analysis, and housing
needs studies, providing housing technical assistance, and
administering housing programs may be considered in determining
the state's threshold contribution.

Within 90 days of the expenditure of the last of the state's
incentive allocation funds, or within the three-year anniversary
date of the award of incentive allocation funds to the state,
whichever comes first, the governor shall send to the Secretary a
statement certifying that the state has met the own-source
revenze requirements related to the state's receipt of incentive

allocation funds. However, the Secretary shall grant one six-
month extension to this deto upon receipt of a written request
for an extension by the governor.

If the amount certified by the governor is less than the
state's threshold ev,:tribution amount, the Secretary shall
withhold an amount equal to 1.5 the shortfall amount from the
statels receipt of its next portion of the distribution of
initial allocation funds. All such withheld amounts shall be
pooled and distributed on a pro rata basis to all the other
remaining states as an increase in their initial allocation
amounts.

Z. Allocation Of Funds To The States

The initial allocation and the incentive allocation shall be
allocated to each of the states on the basis of a for:%ln

representing housing needs. The formula should use the lattst
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(costs)
data available from which housing needs of all the states can be
adequately measured and should be weighted so as to reflect the
intensity of the various components of housing need. However, no
state's portion of the initial share shall be less than the
amount of funds obligated or allocated to the state during the
average of the last two years for which data is available from
the programs terminated be this act.

[NOTE: Table II illustrates four possible allocations to
each of the states. The allocation formulas are based on four
measures of housing need: cost burden, housing cost, physically
inadequate housing, and crowding. Although data for Puerto Rico
and Washington, D.C. were not available, they are intended to be
eligible grantees. The appendix provides m=e information on the
allocation formulas.]

If a state does not qualify for receipt of its portion of
the incentive allocation, that amount shall be distributed on a
pro rata basis to all the states that do qualify. To qualify for
this extra incentive allocation, the governor has 90 days from
notice of its availability given by the Secretary to certify that
the state's threshold contribution amount will be increased
proportionate to the percentage increase in the state's incentive
allocation represented by the pro rated extre incentive funds.
On the expiration of the 90 days, any incentive allocation funds
unqualified for shall be pooled and added to the partnership
allocation and distributed to states accordingly.

The partnership allocation shall be allocated to a state on
the basis of the proportion that the state's contribution in
excess of the threshold contribution amount, including the amount
as determined through any 90-day reallocation of incentive
allocation funds as noted above, is to the aggregate of all
states' contribution in excess of their threshold contribution
amount. However, no state's partnership allocation share may be
more than 12 percent of the total amount of partnership funds
available for allocation. Such excess funds shall be
reallocated on pro-rata basis among states whose share of the
partnership allocation does not exceed 12 percent.

States receiving partnership allocation funds shall be
subject to audit certification procedures and reduction of
initial allocation funds similar to those required for incentive
allocation funds.

J. Eligible Activities

Funds received thrc"gh this act may be used or contracted to
be used by states as grants, loans, interest subsidies, and/or
loan guarantees and insurance.
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Onus)
Funds may be used to finance the repair or rehabilitation

of publicly or privately owned residential properties, to finance
the construction, reconstruction, or acquisition of privately or
publicly awrid residential dwellings, to finance the repair,
rehabilitation, reconstruction, or acquisition of publicly or
privately owned properties for use as privately or publicly owned
residential properties, tr purchase lard to be used for privately
or publicly owned residential properties, to develop land to be
used for privately or publicly owned residential properties
provided that such development is limited to on-site development,
to reduce mortgage payments for owner occupants, to provide down
payment or other assistance to first-time homebuyers, to reduce
vvital payments by tenants in privately owned residential
properties, to facilitate reverse annuity mortgages to those 65
years of age and older, to provide seed money loans to nonprofit
organizations, to provide mortgage insurance, and to provide
overnight shelters for the homeless.

Up to two percent of the initial allocation and up to one
percent of the incentive allocation may be used by states, local
governments, and non-profit organizations to pay for the pro rata
share of the cost of administering programs and projects funded
by this act. The distribution of these administrative funds
shall be determined by the state after consultation with local
governments and non-profit organizations.

States receiving funds from the incentive allocation or the
partnership allocation may set aside up to 10 percent of these
funds in a governor's discretionary account. In addition to the
eligible activities identified above, the governor's
discretionary account may be used to provide housing counseling
services and day-care and other services necessary for low-income
or special needs populations to make effective use of their
housing, to pay for the pro-rata share of the costs of off-site
infrastructure, to strengthen and carry out fair housing and
other housing anti-discrimination activities, to provide
transitional housing and related services to the homeless, to
provide permanent or transitional non-institutional housing for
the mentally ill, the physically handicapped, alcohol and drug
abusers, and other special needs populations as defined by the
Secretary, and to provide congregate housing for the frail
elderly.

For states receiving funds from the partnership allocation,
up to one-half of the governor's discretionary fund may be used
to finance housing research or housing demonstrations that
otherwise do not meet the eligibility and income requirements of
this act provided, hoviever, that the research or demonstrations
are designed specifically to encourage, promote, or test housing
practices that may further the purposes of this act and/or may be
used to provide technical assistance to local governments,
nonprofit organizations, or other potential recipients of housing
funds provided through this act.

18
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For purposes of this section a 501(c)(3) not for profit
corporation is considered a 'rivate organization.

K. Income Requirements

One hundred percent of the households directly benefiting
from the housing provided through this act shall have incomes not
higher than 110 percent of median income. A minimum of eighty
percent of the households directly benefiting from the housing
provided through this act shall have incomes of not more than 80
percent of median income. A minimum of twenty percent of the
households directly benefiting from this act shalt have incomes
of not more than 50 percent of median income.

For purposes of this act, median income in jurisdictions
located in metropolitan areas shall be the median income of the
county in which the jurisdiction is located. Median income in
jurisdictions outside of metropolitan areas shall the median
income of tho nonmetropolitan portion of the state. The
Secretary shall adjust median income for household size.

L. Distribution Within A State

The governor shall identify the state official to receive
initially funds from this act and to manage the funds according
to the requirements of this act.

Funds provided through this act may be used Ly state
agencies, by instrumentalities of states, by general purpose
local governments, by nonprofit organizations, by private for
profit organizations, and by instrumentalities of local
governments to provide housing that meets the purposes and
requirements of this act. A state may use and/or distribute
funds provided through this act to meet its housing goals and
needs as it dstermines provided that the sate meets the review
and activities requirements specified in this act.

States may entitle one or more local general purpose
governments to receive a portion of the funds provided to the
state through this act. If a state entitles one or more local
governments to receive funds, the entitled jurisdiction is
responsible for undertaking all the obligations for which the
state would otherwise be responsible.

The entitlement by the state of one or more local
governments shall not replace or lessen the state's requirement
relative to meeting its threshold contribution amount in order to
receive a portion of tL, incentive allocation or to exceeding its
threshold contribution amount in order to receive a portion of
the partnership allocation.
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goKAA)
A state may require a local jurisdiction to contribute own-

source revenues to be entitled to receive a portion of a state's
incentive allocation or partnership allocation provided, however,
that a local government's required own-source contribution shall
not be more than one-half the per capita amount contributed by
the state to receive its incentiv3 allocation.

The entitlement of one or more local governments by a state
shall not preclude the expenditure of funds received by the state
through this act in such local jurisdictions.

The state shall .require an applicant submitting a proposal
to the state for financial assistance under this act to notify
the chief elected official of the jurisdiction in which the
project is located of the major characteristics of the proposal
within 15 working days of submitting the proposal to the state.
Prior to funding the proposal, the state shall respond in writing
to the written comments or questions submitted by the chief local
elected official.

N. Nondisarimination

No person in the United States shall on ground of race,
color, national origin, or sex be excluded from participation in,
be denied the benefits of, or be subjected to discrimination
under any program or activity funded in whole or in part with
funds made available through this act.

N. Remedies For Noncompliance

If the Secretary finds after reasonable notice and
opportunity for hearing that a grantee has failed to comply
substantially with any provision of this act, the Secretary,
until he or she is satisfied that there is no longer any such
failure to comply, shall (1) terminate payments to the grantee,
or (2) reduce payments to the grantee by an amount of such
payments that were not expended in accordance with this act, or
(3) limit the availability of payments to programs, projects, or
activities not effected by such failure to comply, and/or (4)
refer the matter to the Attorney General of the United States
Ath a recommendation that an appropriate civil action be
instituted.

0. Reporting Requirements

Not later than 180 days after the close of each fiscal year
in which the assistance under this act is furnished, the
Secretary shall submit to the Congress a report that shall
contain a description of the progress made in accomplishing the
objectives of this act and 3 summary of the use of funds provided
through this act during the preceding fiscal year.
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01(AA)
APPENDIX

Notes to Table I and II

Table I: State Threshold Contribution

COSCAA believes that a state's threshold amount, the amount
of own-source resource that a state is required to contribute to
housing to receive a share of the incentive allocation of SHIPP
funds, must be based on a state's ability or capacity to pay.

The slat accurate currently available measure of a state's
fiscal capacity is the "representative tax syrtems "(RTS). The
U.S. Advisory Commission on Intergovernmental 2c,lations (ACIR),
which has long advocated the use of the RTS, annually calculates
each state's RTS.

Briefly, the RTS combines all sources of tax revenue into a
composite index of state tax capacity. The RTS provides a
comprehensive measure of each state's overall tax base by
estimating the amount of revenue that each state would raise if
each used an identified set of tax rates. Because the same rates
and used for every state, estimated tax yields vary only because
of differences in the underlying bases. The RTS is neutral among
high and low tax states in its calculation of tax capacity.
Table I uses the 1984 RTS as determined by ACIR.

The second measure of capacity used by Table I is state per
capita income. Although per capita income is not a very good
indication of capacity, it is a widely known, often used, and
readily available measure. Table I uses the 1986 state per
capita income as determined by the U.S. Bureau of Census.

The third and final measure of state capacity used by Table
I is a combination of RTS and per capita income weighteC equally.

The basis for determining the state threshold amount is the
per capita own-source revenue appropriated for housing in the
state of Maryland in 1986. Specifically, the threshold amount
for each is based on the premise that each state should be able
to put forth an amount of own-source revenue for housing
approximately one-third of the per capita &mount appropriated by
Maryland in 1986, adjusted by state's ability to pay. Thus,
Maryland's RTS and per capita income are used as an index of 1.0.
The amounts so determined for each state are adjusted so that the
sum total of all state threshold contribution amounts
appi.ximates 10 percent of the incentive allocation.

Table II: Allocation of SHIPP Funds to States

COSCAA believes that the allocation of funds to states
should be based solely on housing needs. The latest available
data on housing needs is the 1983 annual housing survey of the
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U.S. Department of Housing and Urban Development (HUD). One
interpretation of the data suggests that 8.9 percent of all
occupied units are physically inadequate, 2.6 percent are
crowded, and 12 percent are cost-burdened. (See, Iredia Irby,
"Attaining the Housing Goal?" Housing and Demographic Analysis
Division, Office of Economic Affairs, HUD, July 1986). Another
interpretation suggests that the housing affordability problem
affects 24.3 percent of all households and not 17 percent. (See,
Anthony Downs, Low-Income Housing Problems and Policy
Considerations: A Discussion Report Written for the Urban Lana
Institute, The Brookings Institute, Washington, D.C., June 1987,
p.6.)

Depending on the interpretation of the 1983 annual housing
survey data, the distribution of problem units is either 60
percent cost-burdened, 32 percent physically inadequate, and 8
percent crowded, or 68 percent cost-burdened, 25 percent
physically inadequate, and 7 percent crowded.

Unfortunately, HUD's annual housing survey cannot be used on
a state basis because ite -ethodology limits analysis only to the
more populous states. Thus, Table II generally uses data from
the 1980 census.

In Table II, Formula I, Formula II, and Formula III each use
the same four variables, but the variables are weighted
differently.

Formula I approximates the first interpretation of the
distribution of housing problems: "Cost-burden" represents a
state's share of renters paying more than 30 percent of their for
gross rent and homeowners paying more than 35 percent of their
income for principal, interest, insurance, taxes, and utilities.
The variable is weighted 70 percent for renters and 30 percent
for homeowners. "Cost- index" is a ratio of a state's weighted
average fair market rent to the national weighted average fair
market rent, 1985, for bedroom units. This variable is used
both to update in a surrogate fashion the 1980 data on Cost -
burden and as a variable in and of itself. Together the two
variable account for 60 percent, 40 percent for Cost-burden and
20 percent for Cost-index, of the weight of formula I.

"Crowding" is the share of a state's households, renter and
homeowner, who are living at a density of more than 1.01 persons
per room. It is based on the 1980 census.

"Inadequate Condition" is the state's share of housing that
is physically inadequate. In part this is a surrogate variable
comprised of three factors: (1) renters in poverty living in pre
1940-units (weighted 50 percent), (2) renters and owes without
plumbing (weighted 25 percent), and (3) owners in poverty
(weighted 25 percent).

22
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According to one interpretation of the 1983 annual housing
survey, Formula I may underweight the cost-burden problem, but
COSCAA's policy calls for the federal government to fund adequate
rental assistance payment programs, so this under weighing is not
serious.

Formula II reduces the weight given to Cost-burden and

Cost-iIdex variables and increases the weight given to the
Inadequate Condition variable. This reflects not only the
federal responsibility for rental assistance payment programs but
also the fact that Inadequate Condition is probably the most
accurate of the four housing problem variables.

Formula /II reduces the wizight given to crowding and gives
more weight to Inadequate Condition. This reflects the fact that
crowding is the weakest variable -- it may change radically over
a short period of time and may tend to represent in part
traditional patterns of living rather than housing problems per
se.

Formula IV keeps the same weights as Formula III but
slightly alters the Cost-index variable by including a factor
that represents a weighted ratio of a state's cost of

constructing a unit of public housing compared to the weighted
national average (New York state is adjusted Jo that New York
city comprises only 40 percent of the state's average). This

factor is based on HUD's Cost Containment Standards for typical
residents of public housing. The Fair Market Rent index is
weighted 7b percent and the Construction Cost Containment
Standard is weighted 25 percent.

For most states, the four formulas give fairly similar
allocations. The exceptions occur among several states whose
housing affordability problems are relatively very small and
whose physically inadequate housing conditions problems are

relatively very large. All the formulas allocate funds based
solely on measures of housing needs.

Taken together, Table I shows that states with low fiscal
capacity have to put up a lesser amount of own-uource dollars on
a per capita basis and Table II shows that states with more
severe housing problems receive more SHIPP funds on a per capita

basis, other things being equal.
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Exec e summary

A half-century has passed since the Congress first
committed the resources of the nation to expanding
homeownership opportunities and improved housing quality.
This historic commitment to housing has recently been tested as
housing expenditures have suffered dramatic reductions and the
use of the tax incentives has been curtailed. The efforts of
Senators Cranston and D'Amato are thus both timely and
valuable. A reaffirmation of the nation's commitment to housing
is in order. More important still, is the opportunity to reassess
the strategy for meeting the policy goals.

State Housing Finance Agencies (HFAs) bring an important
perspective to this task. Over 900,000 litimes for predominantly
first-time homebuyers and over almost 650,000 units of rental
housing been financed for by HFAs. -`esponding to opportunities
and their public purpose mandate, x2FAs are both providing an
essential conduit for mortgage capital and participating as an
entrepreneurs in the housing market. The latter HFA role has
necessarily evolved as federal efforts to stimulate private sector
activity have diminished.

To a greater extent than any time in the past two decades, a
public role in housing is needed. Although this nation is generally
the best housed in the world, due largely to the strength of a
robust housing industry, the private sector alone cannot meet
the full housing needs of the nation. Evidence of this is the
declining rates of homeownership. Families who only a decade
ago could expect to purchase a home now find the "American
Dream" to be just that . . . a dream. Moreover, increasing numbers
of poor Americans cannot find affordable rental housing. A high
rent burden eadsts at a time when the overall supply of low-rent
housing is declining. It is not surprising then that homelessness
has emerged as a national embarrassment. Equally troubling is
the sight of "ordinary working-people" who find themselves
unable to afford housing which the market provides, yet ineligible
for or unable to secure housing program assistance.
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A Basis for Public Involvement in Housing

Public sector involvement in housing has made a difference
in expanding housing opportunities and improving the quality
and availability_of housing. Whereas once, basic housing quality
was the paramount policy concern, the nature of the housing
problems have changed. Housing affordability and the related
problem of availability represent the fundamental housing
concerns today. As was necessary a half-century ago, a
concerted effort on the part of the public and private sectors is
needed today.

The fundamental national housing policy goals have
remained virtually unchanged over the decades . . . expanding
opportu.iities for homeownership and ensuring an
affordable/available supply of safe, decent, sanitary rental
housing. But, after a period marked by declining federal
involvement in housing, diminished federal capability, and the
prospect of tight resources in the coming years, careful thought
must be given to devising the strategy for reaching these goals
and the implementing vehicles.

A Strategic Approach

The Council of State Housing Agencies recommends a new
strategic approach based upon fundamental principles. First,
increased public resources are needed. Any ideas that cheap
solutions exist are fancy. Second, the base of existing federal
housing programs must he improved as a foundation for future
efforts. Third, new resources and existing programs must be
integrated and coordinated for maximum impact. No longer
should direct expenditure, tax expenditure, and credit and
secondary market support programs be viewed in isolation. To do
so squanders the potential for a geometrically expanded impact.
Fourth, program flexibility is vital. The diverse nature of housing
problems across the county renders inadeq1.-.ate any generic
national solutions. Finally, federal resources must leverage state
and local resources, and the public resources must leverage
private for- and non-profit resources.
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States As Program Delivery Vehicles

State financial resources are limited. They are not equal to
the problem. Nonetheless, federal resources in the form of new
and improved existing programs can be combined with state
resources. Thus a key element of the housing strategy should be
an expansion of the state role. This expansion begins with a more
effective use of state housing finance agencies (HFAs). The
traditional role of HizAs as conduits of capital in ...ne national
housing finance system should be strengthened. Moreover,
HFAs are experienced in administering and allocating federal
resources. Lastly, as an innovative and creative delivery vehicle,
their carrying capacity can be efficiently expanded, allowing a
greater portion of federal resources to go more directly to meet
state and local housing problems.

New Housing Initiatives

CSHA recommends that Congress create a Housing
Affordability Fund through annual appropriation. Funds should
be awarded to states on a formula basis to expand
homeownership and improve rental housing. Uses of the funds
should be prescribed and participant eligibility should conform
with the tax-exempt bond programs which states operate. A
special "Challenge Grant" portion should be created to encourage
additional state resources, reward innovative programs, and
target special housing problems.

To demonstrate the opportunity to integrate and coordinate
resources, an HFA/ Farmers Home Administration (FmHA)
Demonstration Program is recommended. HFAs would assist
FmHA by providing services in support of FmHA programs. The
housing and financial skills of HFA staffs would thereby augment
FmHA field office operations.

CSHA also recommends passage of Congressional
legislation aimed at expanding the Nehemiah Plan nationwide,
creating an Individual Home Account . . . the "Homebuyer IRA."
and expanding nationwide the FIUD Distressed Project
Demonstra-tion.
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Building Upon the Existing Program Foundation

The fundamental principals set-forth above should guide
the strategy for delivering existing federal housing programs
directed toward expanding homeownership opportunities and
rental housing affordability/availability. Improvements to these
programs are needed both in response to changing housing
problems and to alleviate problems created by recent changes in
federal law.

Perhaps nowhere is the latter problem manifest more
clearly than in the federal tax-expenditure programs. Too
frequently, the full programmatic impact of changes are not
anticipated or understood. Mortgage Revenue Bonds (MRBs),
Multifamily Development Bonds (MFDBs) and the new Low-
Income Housing Tax Credits (LIHCs) each suffer from twin goals
of Congress to limit the revenue expended and to increase
program targeting. The result are programs which are too
constrained to accomplish the desirable program targeting goals.
CSHA recommends changes to these programs to improve their
effectiveness.

Secondary market and credit support programs are vital to
continued smooth functioning of the housing markets. These
institutions facilitate flow of private capital to housing markets
which would otherwise not be served. Especially when operated
in to rm with MFtBs. MFDBs. and LIHCs, federal secondary
m.ar. and credit support programs further the national
housing goals. Recommendations to improve these programs are
also proposed.

Finally. CSHA proposes major changes in existing federal
direct expenditure programs which have suffered dramatic
reductions in recent years. A hybrid Rental Assistance program
derived from the existing Section 8 Certificate and Voucher
programs is proposed. Nowhere will the need for combined
program approaches built around direct expenditures be more
important than in the up-coming efforts to arrest the declining
assisted rental inventory.

No reading of the current situation can ignore the limited
potential of individual programs relative to the magnitude of the
nation's housing problems. Progress will be made in meeting the
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nation's housing policy goals only if efforts , nd resources are
coordinated and combined. States are prepared to deliver
programs and contribute resources, but need the flexibility to
craft appropriate program solutions. A firm, significant
commitment of federal resources is needed, both to leverage those
of states and locals, and especially those of the private sector.
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Section 1
The National Housins Policy

With the creation of the Federal Housing Administration
fifty years ago, Congress established housing as an issue of
national concern. Now, as the national housing policy is
revisited, it is important to reaffirm those basic policy goals, It is
even more important to devise an updated strategy for
implementing the nations: housing policy.

An Historic Commitment to Housing

In 1934, recognizing that many families were losing their
homes and others had lost any hope of ever owning one,
Congress passed landmark legislation creating the Federal
Housing Administration. Throughout the New Deal, a variety of
housing programs were developed which still shape the public
sector's involvement in housing.

In 1949, Congress clearly articulated the nation's housing
goals:

"[That] the general welfare and security of the Nation
and the health and living standards of its people
require housing production and related community
development sufficient to remedy the serious housing
shortage, the elimination of substandard and other
inadequate housing...and the realization as soon as
feasible of the goal of a decent home and a suitable
living environment for every American family "

In an effort to implement this national housing objective,
Congress employed a strategy that relied upon the following
premises:

private enterprise should be encouraged to serve
as large a part of the total need as possible;

governmental assistance should be utilized
wherever feasible to help private enterprise serve
more of the need;

283



250

state and local entities would be encouraged to
assist by undertaking programs of housing and
community development;

+ governmental assistance should be provided to
eliminate substandard and inadequate housing
and neighborhoods and to assure that adequate
housing is available to families who cannot secure
it in the private sector;

governmental assistance should be available for
decent, safe and sanitary farm dwellings where
the farmowners' credit and resources are
insufficient to secure them on their own.

These national housing goals, and the basic approach to their
implementation, have been reaffirmed by Congress at several
junctures over the last five decades.

Housing "Have-Hots"

When the first natioaal housing policy statements were
articulated in the Great Depression, the policy makers felt
government had to act where "private enterprise" was unable. The
programs created to implement this policy covered the entire
spectrum of housing needs beyond the private sector housing
markets; including expanding homeownership opportunities,
stimulating private rental production of low- and moderate-
income units, assisting low-income renters, providing public
housing, and more recently, providing some funding to house the
homeless.

Despite the appearance of a robust housing industry, the
private sector by itself still cannot meet the entirety of the
nation's housing needs. As Dr. James Brown, the Director of the
Joint Center of Housing Studies at the Massachusetts Institute
of Technology and Harvard University, has testified to Congress,
there exists a growing segment of the nation's population who
are "housing have-nots."

The assertion that there are "housing have-nots" is based
upon the private sector's limited ability to meet the full housing
needs of the nation. The needs of the very low-income are all too

2
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apparent. People affected by this problem aL-e frequently the
blue-collar tradesmen, teachers and low-level white collar
workers who are simply trying to get ahead. We are witnessing
an erosion in housing affordability that directly affects families
who only a decade ago had promising prospects.

In graphic form, Chart 1 below illustrates that where the
ability of the private sector ends, pablic resources are needed.
Farther down the income scale, a greeter amount of public sector
involvement and resources are needed either to encourage private
sector activity, or ultimately to provide needed housing.

Chart 1
Amos Hooding Pubilc Sector involvement. in the Housing Market
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In many ways, the arraY,of housing program's which have
been created reflect a tacit understanding of the public sector role.
For example, funds from the mortgage revenue bond program are
available in certain targeted (economically distressed) areas to
prospective homebuyers whose incomes are as high as 140
percent of median. Any prospective first -time homebuyer with
an income of up to 1' 5 percent of the state or area's median can
receive mortgage revenue bond assistance with their home
purchase. Thus a family with a combined $30,360 income in a
small town in Texas can take advantage of this program. Public
policy goals are met because many of these young families could
not purchase a home without the assistance of lower-interest
rates and an available loan source.

Likewise, households with incomes of only 80 percent cf
the median income have traditionally been eligible for assistance
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in securing suitable rental housing. Unfortunately, in recent
years, the income limits on many federal assistance programs
such as Section 8 Rental Assistance have been lowered to 50
percent of median income. This change in eligibility has meant
that a family with an income of $10,500 retains eligibility for
rental assistance in rural Arkansas, while the family next door
with an income of only $16,000 is now ineligible.

Implicit in the crafting and evolution of housing programs
over the years has been a rrzogriVion that the public sector's role
begins at the point where private market activity alone is unable
to meet 'housing demands. Much of the debate has focused upon
the type and level of public support that is needed to serve those
with lower incomes. As incomes decrease, the economic viability
of private sector involvement decreases as well. Today, it is
important to refocus national housing policy on the whole
spectrum of housing needs unfulfilled by the private sector, a
broader spectrum than has been !cently acknowledged.

National Housing Policy Goals

Today, our fundamental housing policy goals remain as
easily recognizable as they were fifty years ago.

First Expan g opportunities for omeownership,
and

anSecond Ensuring a ordalffilal3le 'supply or
safe, decent, sanitary rental housing.

Nonetheless, changing perceptions are coloring our view of
national Musing policy. Over the years there has been a growing
recogn'tiun that many Americans have special housing needs
which the public sector must consider. These people include the
homeless, the elderly, the handicapped. and migrant farm-
workers.

The following concerns make the efforts to implement a
national housing policy more difficult.

+ Programs have been targeted so narrowly that many
households find themselves both ineligible for
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assistance and simultaneously unable to access the
private housing market. This current policy trend
represents a form of programmatic "triage" that is an
inadequate strategy for meeting the nation's housing
goals.

Our society has historically placed an extremely high
value on homeownership and on safe and decent rental
housing. If families cannot afford to purchase or rent
quality homes, this important social value is placed in
jeopardy.

Fift:r years of housing program history affirm that
government can be a catalyst for improving the nation's housing
opportunities. Hence, it is necessary to reaffirm the nation's
housing goals. Beyond reaffirmation, it is essential that we
reassess cur strategies for implementing these goals. This
reassessment must consider the delivery of housing programs.
Unlike the past, implementing strategies must consider an
increasing role for the states.

An Inczeasing Role for the States

As domestic matters gained more and more rominence in
the post-war era, states began to take an active role in housing
policy, an area that historically had been the exclusive purview of
federal and local governments. The need for state involvement
became more and more apparent throughout the 1950's so that
by the early 1960's they began to form housing finance agencies
(HFAs). The mission of HFAs was to facilitate the flow of mortgage
capital into the state. This money would then be used to provide
below market mortgages to developers of low-income rental
housing. The early HFAs were so successful that the Housing Act
of 1968 encouraged states to create them as a means of
leveraging federal rental housing dollars. States were also able to
provide mortgage capital for low- and moderate-income first-time
homebuyers through these agencies.

Today 48 states, the District of Columbia, Puerto Rico and
the Virgin Islands have housing finance agencies. Their collective
roles as providers of low- and moderate-income housing continue
to grow. Illustrative of this is the statistical growth over the six-
year period from 1980 to 1985. By 1980, HFAs had cumulatively
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provided only 210,800 single family mortgage loans. Through
1985 the HFAs had provided 889,866 such loans. Seventy-six
percent of the mortgage loans issued by HFA's have been closed
since the beginning of the decade.

By the end of 1984, HFAs had provided 476,C99 mortgage
loans to homebuyers. By the end of 1985 this number had grown
to 889,866. Through 1984 the average purchase price was
$51,931; in 1985 it was $55,343. Average borrower income
through 1984 was $25,896; in 1985 it was $26,713.
Interestingly, 1985 borrowers paid down 8.0%, while the prior
year average shows 9.7% was required.

The rental housing production numbers are just as
impressive. Through 1980, 210,800 units of rental housing had
been financed by HFAs. By 1984, the number had risen to
446,594 units of rental housing. After fiscal year 1985, this
number was 636,515, representing a threefold increase in renta
housing units financed by HFAs during a six year period.

While it would be naive to believe that HFAs could continue to
shoulder such a large share of the burden, especially in light of
the Tax Reform Act of 1986, their record of high quality public
purpose growth is indicative of the ever expanding willingness
and capability of state governments to assist in the provision of
affordable housing. As federal resources for housing have
diminished, state HFAs have increasingly turn& to new program
initiatives developed at the state level to provide affordable
housing opportunities for low- and moderate-income renters and
homebuyers.

The number of new homeownership program initiatives are
indicative of the evolution within HFAs away from homogeneous
approaches of service delivery in favor of multiple programs
which match specific local market areas or the special needs of a
unique population. These new programs stress a partnership
approach such as that of the public and private sectors, or
various levels of government.

The integration of such scarce resources promotes greater
program efficiency, and allows for deeper targeting. For example,
Illinois and West Virginia haw: developed a liew construction
program with the state Home Builders Association; Wisconsin
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developed a risk sharing program with a private mortgage
insurance corporation; Washington contracted with a private
mortgage service ce Toration to administer the Mortgage Credit
Certificate Program; Maine, Rhode Island, Wisconsin, Minnesota
and New Jersey are working with nonprofit organizations; and,
Massachusetts, New Jersey and Virginia are working with local
units of government.

A common technique HFAs use for providing affordable
homeownership opportunities for lower income households !s to
combine tax-exempt mortgage revenue bonds with interest rate
subsidies that permit targeting to a lower income market
population.

The 1986 Tax Act had a profound affect on the HFAs' ability
to develop and finance multifamily rental housing. While the full
ramifications of the Tax Act on rental housing are still unknown,
the resolve of HFAs to continue ,.o provide affordable rental
housing opportunities for low- and moderate-income families
has not waivered.

Four states have developed rental housing production
programs which feature the new Low Income Housing Tax Credit
(LIHC) as a critical component . Rhode Island is combining the
tax credit with multi-family development bond financing and zero
percent second mortgages, Texas is utilizing the tax credit to
address the rental housing needs in the Rio Grande Valley of
south Texas which suffers the highest incidence of poverty in the
nation. Washington has implemented a comprehensive
marketing and training program which has generated
applications for forty-one percent of the state's credit authority
for 1987, and West Virginia has combined LIHC with State
Investment Board funds to initiate a substantial rehabilitation
program to convert downtown structures to rental housing

HFAs have proven their capacity to recognize and respond
to innovative housing efforts that would not be possible without
the creative use of state and/or agency :lands. Conventional
financing is appropriate for most housing activities, but private
lenders are often unable or unwilling to provide the specific type
of financing needed for many low- and moderate-income housing
projects, especially the financing for pre-development and
construction activities. Agencies in Ohio and California have
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implemented development loan programs and Illinois has created
a construction loan fund. Following the example of Minnesota,
home repair loan programs have been established in Michigan
and North Carolina. New Jersey created a separate corporation
to assist developers of low-income housing in financial packaging
and to be a developer of "last resort" if necessary. Unique
permanent financing programs have been created by Missouri
and Arkansas, involving a "blended rate" mortgage pool to lower
interest rates, and by Connecticut, which has initiated a
statewide reverse annuity mortgage program for t.: c: elderly.

Programs to increase minority and women business and
lender participation in state housing finance agency activities are
underway in California and New York. In Rhode Island the
agency is offering small grants to distressed families in an effort
to prevent homelessness and is offering loans to nonprofit
organizations to acquire valuable land for future low income
housing developments. Oregon is providing grants to support
the creation of new group homes for disabled individuals.
Kentucky has operated an affordable housing construction
training program for Vietnam Veterans that since 1984 has
provided better housing for ever 500 households and valuable job
training and career opportunities for almost 200 veterans.

Four HFAs have obligated significant agency reserves to
create a long-term, flexible financing source for low- and
moderate-income housing programs. Rhode Island is using
funds for special program efforts. Virginia set aside $45 million
in agency reserves to create the Virginia Housing Fund, the
nation's largest HFA capitalized revolving loan fund. During the
last four years the "Dividends for Wisconsin" program has made
available $33 million from agency reserves to fund a variety of
housing and economic development programs and in Maryland
$16 million in agency funds have been combined with $200
million in state funds to support nineteen housing programs.

State HFAs are often the only source of assistance available
for those most in need of special housing. The plight of the
homeless has dominated current policy discussions. In
response, HFAs have created a variety of programs. In addition,
housing programs have been created to assist single parent
households, in Kentucky and Missouri, the handicapped and the
elderly.

8
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These, and other new initiatives developed, and often funded
by the states, illustrate the capacity and willingness to imple-
ment national housing policy goals. They could not occur at a
better time, for housing trends of the past few years are troubling
and are reason for public concern.

9
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sec on
Evi etatosv 11 Housing Pro ems

The nation's housing problems have been changing. Until
now, the fundamental problems of housing related to quality . . .

the absence of indoor plumbing, inadequate heating systems,
severe over-crowding and basic structural problems. Now, the
problems are more related to quantity . . . involving the availability
and affordability of housing rather than quality of life style. The
scope and magnitude of the availability/affordability problem
differ from state to state, area to area. The great challenge in
forging effective national housing policy today is envisioning
policies and programs that can effectively address the diversity
and disparity of multiple housing markets.

Although housing quality continues to be a concern, the
presence of code enforcement and the funnelling of major federal
dollars for housing production in years past have dramatically
reversed this situation. Today's central problem is the disparity
between housing costs and incomes resulting in an inability of
mar to afford housing.

Within both the homeownership and rental markets, the
private sector's ability to meet housing demand has eroded as the
costs of producing housing have risen at rates faster than
peoples ability to for it. This situation creates a duality of housing
need: affordability and availability.

Concurrent with the rise of the affordability problem has
been a dramatic decline in the level of federal support for housing.
Additionally, those federal dollars which remain rave been
targeted to lower income households more than ever before.
While it is clear that the housing needs of the low and very low-
income funds are significant and will continue to exceed the
availability of public resources, it is also true that housing
problems of affordability and supply are not restricted solely to
the lowest income households.

Changes in the housing industry and mortgage markets,
and redirection in federal assistance have placed many
households in a "housing gap." Families and individuals unable
to afford to rent or to buy in the private sector often find either
they are ineligible for federal assistance, or that they are eligible,
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but the assistance has been exhausted. Caught in jeopardy, the
people become victims of simultaneously increasing housing gaps
and shrinking funding sources. Tough policy decisions must be
made.

Troubling Housing Trends

Because some now contend that housing is no longer an
issue of national concern, it is important to examine what is
happening. Whether considering homeownership or rental
housing, r lre is clear evidence of a mounting problem.

Homeownership &twArDrop

In our culture, the best barometer of troubling housing
trends is reflected in the declining homeownership rates. Since
1980, the trend in homeownership has been one of erosion.
Chart 2 shows the trend clearly over mere than a decade. After
gradual, consistent increases in the rate of homeownership
beginning in the I940s, a reversal has begun.
Chart 2

Nal ona Tren n R es o
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ounce: U.S. Census Annual Housing Survey, National Association of Hornebuilders

Today the homeownership rate is at its lowest level in over a
decade. Moreover, the impact of the affordability problem on
younger households is now becoming quite clear. The detailed
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picture presented in Chart 3 shows the homeownership rate
from 1981 to 1987 according to the ages of the heads of
household. Most distressing is the decline in homeownership
among those households 39-years-of age and under. A decline
was 15 percent in the past five years occurred for those aged 25-
29, and eight percent for those aged 30-34. In addition,
homeownership declined by nearly five percent for households
headed by a 35 to 39 year old, an age bracket in which the
financial capability of the household should traditionally be
nearing its strongest level.

Chart 3
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Source: U.S. Census Annual Housing Surrey. National Association of Homebudders

Equally important to an objective understanding of
contemporary housing issues is the extent of lost opportunities
for homeownership. Had homeownership remained at the 1980
levels, an additional 1.6 million households would own their
homes today.
Rent Burdens Are Rising os Low Cost Rental Housing Supplies

Decline .

Since the 1940's. a twenty-five percent rental cost to income
ratio was considered an appropriate housing cost burden.
Recently, that ratio has been raised to 30 percent. Households
who must pay 30 percent or more of their incomes for rent, are
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considered to bear a high rent burden. As Chart 4 so graphically
indicates, the incidence of high rent burden has been increasing
over the past decade.

In 1983, 66 percent of all rental households were bearing a
high rental cost burden, indicative of the private sector'sdifficulty
in supplying affordable rental units. Notably, the information
gathered in both 1975 and 1983 by the Census Bureau shows
that the high rental cost burden is most widespread and is
increasing most rapidly among very low income households.
Equally discouraging is the increase in the number of households
thus affected among low- to-moderate income households.

Chart 4
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One reason so many renters are paying a high portion of
their incom. br rent is the inadequate supply of low rent units.
As Chart 5 indicates, in 1974 the supply of low rent units
exceeded the number of households able to afford only low-rent
units. The changing supply and demand relationship between
1974 and 1983 is alarming. Over that decade, the situation
reversed and a fundamental supply/demand problem emerged.
This sit) ation limits the actual available supply for those unable
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to pay more. If the trend proceeds unabated, the problem will
become all the more severe in the future.

While Chart 5 shows that in 1983, the total supply of low
rent units exceeded by one million the demand for those units,
Chart 6 indicates that when the rental units, which receive some
federal subsidy, are removed from this picture, the supply of low
rent units provided by the private sector is 3 million fewer than
the demand.

Chart 5
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Resources Neighborhood Reinvestment Corporation, Author: Phillip L. Clay.
Massachusetts Instilvte of Technology, Ccunbr.dge

Thus, the trends in Chart 6 are even more troubling. The
picture that emerges is one which clearly indicates a collective
failure on the part of both the public and private sectors to
effectively meet the rental housing needs of low income
households.
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Assisted Rental Housing Units Are Being Lost

Chart 7 indicates that the prol-Tem of increased demand
verses dwindling supply of low rent housing is exacerbated by an
impending loss of federally assisted rental housing.

The inventory of federally assisted low-income rental
housing will shortly begin a period of reduction as assistance
contracts on these units made during the 1970's reach their
expiration date. Chart 7 contains the analysis oi the General
Accounting Office of projected changes in the Section 8 Certificate
and Voucher inventory, assuming minimum contract terms.

There is a growing national debate about the appropriate
responses to this problem. It is unclear if all of these units from
the inventory of low income housing, or even a majority of them,
will be lost. Yet, the loss of any number is troubling in light of
rental housing trends.
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Understanding the Causes of Current Housing Trends

;)ly identifying trends is not enough. The factors that
contri'auted to their formation must be understood, in order to
describe strategies for reversing these trends.

Access to Homeownership Is Stymied By Higher Annual and
Entry Costs and Mortgage Market Changes

After a decade of ialation, mortgage lending practices were
liberalized during the early 1980s when the industry was being
transformed by deregulLtion. Increased competition forced the
creation of a host of new and innovative financing vehicles for
directing capital to mortgages. Industry observers point to a
proliferating number of mortgage lenders that are increasingly
concentrated in metropolitan areas as evidence of fundamental
changes taking place.

These changes have narrowed the profit margins on
mortgage market. transactions, increasing the concern fof the
risk of each loan involved. As a result, homebuyers are forced to
pay higher down-payments and meet more stringent
underwriting criteria. Although tne mortgage industry
continues to deliver a competitively priced product, it is a product
that is increasingly Iniavai fable to many households which, just a
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decade ago, were qualified borrowers. Moreover, the lack of
interest in supplying low volume areas has resulted in the
industry's inability or unwillingness to direct mortgage capital
outside of metropolitan and large urban areas.

Along with changes in the mortgage market, land costs have
continued to increase and although construction costs have
moderated in recent years, the overall effect has been an increase
in home prices. Rising home prices have frequently driven the
price of housing beyond the reach of the moderate income
American. By contrast, certain regions of the county are seeing
housing prices and values decline. Economic problems translate
into hcritling problems, especially for households who made pre-
defiatioia home purchases only to see their investment erode. A
similar situation was once the primary catalyst for federal
involvement in housing.

As home values escalated, homeowners saw their equity rise
dramatically with inflation. The result has been a lucrative
opportunity to sell their home and "trade-up" using large down-
payments. By contrast, the typical prospective first-time
homebuyers must select from high priced homes, but frequently
do not have the means for making significant down-payments.
Low-Income Renta: Housing is Not Feasible in the Absence of

Subsidies

Rental housing development is a complex and variable
process which relies on certain bas; . ingredients to ensure
feasibility. The cost of purchasing the land, preparing the site,
constructing the units, financing the construction and
mortgage, and managing the property must nc,t exceed the
income which can be gained from the rents. In order to attract
private investment the project must generate sufficient earnings
to provide a return to the investor comparable to other
investment options. Finally, there must be enough people
present who are able and wthing to pay the needed rents, or else,
operating losses will oc ran

Rental property owners who saw rental increases lag behind
other cost increases throughout the late 1970's and early 1980's
now face the need to raise rents. As a result, Willim . Apgar of the
Joint Center for Housing Studies at the Massachusetts Institute
of Technology and Harvard University in an analysis has found
that real rents (current rents adjusted for inflation) are
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increasing at a rate faster than at any time in the last twenty
years.

Where then does the low-income renter fit in such a
market? In testimony before Congress this year, Apgar noted

"For a household earning $10,000 a year, $250 per
month is a high rental payment, an amount equal to
30 percent of income on an annual basis. Yet a rental
payment of $250 per month is not sufficient in most
housing market areas to cover the cost of operating
and maintaining rental housing. A rent of $250 is
simply inadequate to cover the costs of utilities,
property tax, debt service and the like, let alone provide
property owners with sufficient resources to maintain
their dwelling units in good condition. Consequently,
over the period 1974 to 1983 the number of rental
units with real rents less than $250 per month
declined by over two nAlton units."

It is an unrealistic to expect that low-income rental housing
will be constructed in the absence of some type of subsidy to
bridge the gap between the revenues which low rents generates
and those needed to generate a rate of return which can attract
investors. While non-profit sponsors of rental housing are less
interested in retained earnings, no way has yet been found to
remove the other fundamental costs of a project short of some
form of subsidy. Moreover, private, non-profit, and public
sponsors must be present if tt - needed volume of low- and
moderate-income housing will be provided.

Declining Feder, Resources for Housing

Without question, Congress has limited the use of federal
resources. Moreover, federal programs are increasingly geared
towards the lowest income households. In virtually au major
programs, direct federal funding assistance is now targe
primarily to households with less than 50 percent of area median
incomes. Reductions in federal outlays have limited the number
of eligible people who will receive assistance. When eligibleincome
limits for ix Jgrams such as Section 6 Existing Housing were
lowered from 80 percent of area median to 50 percent, many
households found themselves no longer eligible for assistance,
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but still usable to afford she housing available in the market place.

In addition, a 71.1 percent reduction in budget authority for
HUD assisted housing programs since 1981 affects those still
eligible. Long waiting lists for public housing and Section 8
Certificates, as well as the growing problem of homelessness are
just two results.

Since 1980, the laws governing the use of tax-exempt bonds
for housing have been changed to mandate deeper and deeper
income targeting. Another major constraint is the Alternative
Minim= Tax (AMT) on these bonds. The AMT is imposed upon
taxpayers whose portfolios contain excessive tax shelters. For
these taxpayers, certain tax preference items are included in a
formula which produces a minimum tax standard. For the first
time, the Tax Reform Act places certain tax-exempt bonds among
the tax preference items counted for the AMT. The AMT has
raised, by as much as one-half to two-thirds of a percentage
point, the mortgage interest rates to first-time homebuyers.
Ironically, bond traders do not expect typical investors in
housing bonds to be subject to the AMT, but they nonetheless
enjoy the resulting benefits of higher bond yields.

The AMT was a major factor in the low volume of bonds
issued under the tax reform rules. Between August 15, 1986, and
July 1, 1987, only $930 million of the $5.3 billion of Mortgage
Revenue Bonds issued by state housing finance agencies (17
percent) were issued under the new rules promulgated in tax
reform. The availability of unused bond proceeds and excess
mortgage prepayments resulted in numerous current refinding
bond issues. Current refundings have not been subject to many
of the post-tax reform rules, resulting needed flexibility in
structuring l'ARB programs.

In addition, virtually no rental housing production has
occurred using the Multifamily Development Bond (MFDB) since
tax reform. One goal of Congress in tax reform was Lo increase
the targeting of these bonds. Where previously 20 percent of the
units in a project had to be reserved for households with incomes
of less than 80 percent of the area median, the law now requires
that either 40 percent of the units be ;et aside for households
within 60 percent of median income or 20 percent of the units for
those within 50 percent.
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The Act also substantially changed the package of incentives
for developers to participate in low income rental housing. The
depreciable life of low income rental housing increased from 15 to
27-1/2 years. The effective ca. '.'-al gains tax rate is now the rate
for the income tax bracket in wnich the developer is taxed. The
passive loss provisions of previous tax law were effectively
removed. Many other provisions of the new tax code remove or
curtail private sector developer incentives for participation in
housing development.

Moreover, the newest tax-based rental housing program,
the Low-Income Housing Tax Credit, seems unable to offer
tufficient incentives for development. As of yet, this stimulus to
equity investment has failed to supplant the tax incentives that
existed prior to the Ta- Reform Act of 1986.

It is not too early to ascertain that these constraints have
critically harmed the program. The financial reality is that a
rental project's costs must be borne substantially by the market
rate units. Tax reform reduced the size of market pillars
supporting the low-income units while adding to the load. Not
surprisingly, the structure collapsed.

The result is a virtual end to the willingness of private sector
developers to put money at risk for low income rental housing. A
survey of its members conducted by the Council of State Housing
Agencies in April 1987, indicated that of 394 developments in
process at the time of tax reform, 56%, or 222 developments,
terminated processing. As an example., in Connecticut in 1986,
following the passage of tax reform, 38% of the developments
being processed were w:_hdrawn, where as before 1986, the
Connecticut agency had an annual development dropout rate of
approximately 8%.

Income targeting requirements further restrict rental
housing production. For instance, in Minnesota it would be
foolish for any developer to risk capital for a long-term rental real
estate investment in rural Minnesota subject to the required
targeting. Incomes are too low to support high production costs.
Though the income limits for the metropolitan area are higher,
they still do not provide an adequate cushion for assuming a 15
year market risk.
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Although there will be some 1987 multifamily construction
starts by state housing finance agencies, these starts are mainly
the result of developments financed in 1985 and to a lesser extent
in 1986, where only the construction begins in calendar 1987.
Moreover, a survey of 1987 multifamily bonds activity in Georgia
found that no bonds were being issued under the new tax rules.
Instead, governmental bonds tic' subject to many of the rules
and bonds issued under the transition rules compose the whole
sample.

Income targeting requirements on tax-exempt bonds are
restrictive and tax incentives to developers to produce low income
housing are eli.minated. It is not surprising that state housing
finance agencies, with few exceptions, have virtually no rental
developments in process and there is little, if any, prospect of this
situation changing.

The longer term outlook is that only a few states with
resources created by strong economies and/or favorable political
climates will be producing affordable low-income rental housing.
Even in these areas, the state resources are insufficient to
supplant lost federal funding.

Thus, tax reform raises fundamental intergovernmental
policy issues for the future. Only a very few states are able to
produce limited amounts of affordable rental housing. The
majority of states, because of the lack of federal resources and
because of local political and economic conditions, are simply not
able to produce affordable rental housing. States can respond
through housing finance agencies with state and agency
financial resources, but only Congress can fully address the
resource issue.

The challenge for federal, state, and local ,;,;vernment is to
address the broad spectrum of linusing needs that begin where
the private sector activity ends. Homeownership opportunities
for ordinary working people must be reestablished, and
affordable rental housing produced. Further, rental assistance
must be combined with rental production to house the lowest
income households.
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Section 3
S r egy tor impiemen ng the National Housing Policy

Thus far this report has established the reed to reaffirm
traditional national housing policy goals by demonstrating the
breadth of the housing problem besetting the nation. As
preparation of new responses begins, certain fundamental
principles must be mot by each program recommendation, as well
as by the combination of new initiatives and program
improvements. When state HFAs design their new program
.components, they uses many of the same criteria as set forth
below:

+ Increase Public Resources

+ Improve and Build Upon Existing Program
Foundations

+ Integrate and Coordinate Public Resources

+ Provide Flexibility

+ Leverage Additional Resources

These same criteria should guide any specific legislative changes
resulting from the current federal policy effort.

Increase Public Resources

The federal government uses tax expenditures, direct
expenditures, and support for mortgage credit and secondary
market activity as vehicles for directing capital to housing.
Particularly with direct expenditures, the federal government
does not pi ovide the level of support necessary to address
national housing problems. However, a stronger commitment is
necessar: If a serious attempt is to be made at solving these
problems. CSHA recommends a new program initiative involving
direct expenditures: the Housing Affordability Fund. The program
should have two components, a transfer of funds to states for use
in conjunction with state resot. rccs, and a package of incentives
to increase state efforts and innovations.
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Politically, the least risky response is to take the dollars
within certain existing programs and redirect them as necessary.
While it will be necessary to combine a number of small
production programs, these alone will not be enough. Additional
federal funding will be needed if this approach is to he effective.

Improve and Build Upon Existing Program Foundations

The array of existing federal progra. 3 must be analyzed.
Much can and should be saved. Tax expez iiture programs such
as the Mortgage Revenue Bond and Multifamily Development
Bond programs are proven performers when prnperly channeled
and must be included in future efforts, along with the new Low-
Income Housing Tax Credit. The rental assistance program and
the rural programs of FmHA are examples of direct expenditure
programs which must be retained, reenergized and improved. To
ignore their past successes, is to ignore their yet to be realized
potendal, ay i would preclude a comprehensive federal response.
The FHA insurance and VA guaranty programs provide essential
mortgage credit support nowhere else available. Moreover, the
historic public purpose of the federal secondary market
institutions, Fannie Mae, Fredd', Mac, and Ginnie Mae, remains.
CSHA recommends a number of improvements to federal
programs covering tax expenditure, direct expenditure, and
mortgage market support taking into account past experience
using and administering these programs.

Integrate and Coordinate Public Resources

Today's environment of scarce resources dictates maximum
use of every available direct and indirect resource. Opponents of a
strong federal effort in housing often use the "double-dipping"
argument to defeat new or expanded initiatives. It could be argued
that a single federal program which provides the critical mass of
federal dollars is the best approach.

However, an analysis of residential real estate ventures, be
they homeownership or rental, reveals several key elements,
including debt, hard costs, tax- related costs and benefits, and
credit enhancements, which compose an economically feasible
transaction. CSHA argues that in order for the federal response
to be most effective it needs to address all of the above factors.
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From a practical perspective, the operative phrase is "critical
mass". Many have argued the inefficiency of the bond and
similar tax driven housing programs, citing a larger portion of
foregone revenues being spent on program costs as opposed to
being used as subsidies. However, the real inefficiencies stem
from the lack of coordination between individual programs,
whether they are tax incentives or direct spending.

The existing programs often work at cross purposes with
one another. For example, Mortgage Revenue Bond targeting
provisions have in certain cases restricted eligibLity to
prospective homebuyers whose incomes are too low even to merit
festal mortgage insurance. Thus a mortgage loan cannot be
made for want of credit support. Likewise, the rental
requirements of the Low Income Housing Tax Credit are in direct
opposition to those governing the Section 8 Rental Assist---ice
Program complicating the effective combination of these
resources. CSHA urges a comprehensive integration of the varied
programs to allow for a simpler design and more efficient
management.

Provide Flexibility

Flexibility is an equally important criterion for designing
future programs. A host of categorical responses might have
be m appropriate in the past and in some individual instances
still hold legitimacy. Today's housing problems and their
solutions require flexible approaches. A static, narrow program
will not allow for the creativity and entrepreneurialship
necessary to meet the diverse needs. CSHA recommends that
future housing efforts take into account two major premises.

1) The housing problem covers a spectrum from
home-ownership to homeless, low income to moderate
income, involving problems of both availability to
affordability. Any new initiatives must allow for states
to direct these resources to those most in need as they
define their priorities; and

2) Although factors contributing o these problems
will vary dramatically, a few traditional techniques are
generally employed in housing programs. Optioned
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use of the appropriate technique for each problem
should be granted.

Leverage Additional Resources

The final key criterion is a conc :pt relatively new to federal
programs, but inherent in both the UDAG and HODAG
programs--leverage. Public dollars, be they federal, state or local,
must induce and leverage private and non-prclit resources,
particularly in this period of scarce resources. Equally important
is the necessity that federal dollars leverage additional public
monies from states and localities. A "Challenge Grant"
component of the Housing Affordability Fund initiative is
recommended to meet this requirement.

In developing it's recommendations, CSFIA has considered
"private resources" in the widest context. In addition, CSHA
acknowledges the necessity to increase states' roles in terms of
both in the responsibilities given . . . assessing and determining
the value of the Credit on individual projects or undertaking
several demonstration programs . . . and in the financial
commitment required . . . the concept of a Challenge Grant.

The above criteria represent an acid test for all new
initiatives and program improvements recommenc rd to follow.
Each criteria should be viewed by policy-makers and program
designers as threshold objectives for future housing efforts at
the federal, state or local level.

In addition, CSHA recommends that this effort must
seriously consider the role for states in the new gernration of
housing programs. It is our ,:oniention that states pssess a wide
range of strengths which must be challenged and expanded
beyond any efforts of the past.

Increased State Role

The state's role can be expanded in two general ways:
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I) by strengthening their traditional roles in
the national housing finance system as conduits of
capital; and,

2) by expanding upon state capacity through
an increasing program delivery system role in
administering and allocating federal resources.

This is a natural evolution of the public sector's participation
in national housing policy. Housing problems are as diverse
geographically as they are financially.

States are in the unique position of identifying those
problems in their distinct market settings, setting priorities
across the urban - rural, homeownership-rental spectrums,
categorizing need among various income groups, and crafting
programs more responsive to t'ie particular economic and
political environs.

In addition, states are familiar with their local housing
delivery system. Representing more than a cursory knowledge of
housing needs, HFAs have an in-depth arr.rcciatiorx of individual
participant's strengths and weaknesses, both substantively and
politically. This understanding translates into a higher
probability of programmatic success.

In the end, any housing efforts require hard cash.
Economic feasibility, or profit, is not illusory; developers and
lenders, like all memt era of the private sector, demand a
reasonable economic return. However, this is a value which is
highly negotiable in both form and political terms. States,
because of their proximity to the scene, are the most appropriate
government component in this financial equation.

Lastly, states are becoming stronger participants in
housing, increasing both their programmatic capacity as well ,s
their commitment of financial resources. In this regard two
points must be made. First, these increases have not only taken
place in a time when the federal role has dramatically decreased
on all fronts but have brought about a host of innovative
initiatives characterized by creativity and entrepreneurial ability.
States today are much more than conduits and implementors;
they are also designers, developers and risk-takers. Second, the
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increase in committed state resources still falls considerably
short of the levels necessary to meet the housing needs.
Individual states have no control over regional capital shortages
or economic cycles.

From a national perspective, there is little choice. The
problem outstrips the resources of individual states even when
combined. Therefore, it is in the mutua? interest of the federal
and state governments to accelerate the momentum toward
greater state involvement in delivering state resources. This will
require trust in the form of flexible and coordinated federal
programs. The benefits will be programs more successfully
directed toward the unique and varied housing problems in any
given area market.
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Section 4
ew ou ng Pro ram n caves

New federal initiatives are needed to respond to the
troubling trends now facing the nation. These initiatives must
provide hard cash to create housing opportunities, whether
assisting low and moderate income homebuyers pay the down-
payment and closing costs on their first home, providing a one-
percent interest rate second mortgage to attract private capital to
a low-income rental project, or adding rental subsidies to low-
income units in order to meet monthly cash flow need.

The most appropriate vehicle to bring cash resources to bear
on housing opportunities is to grant to the states the authority
to administer and allocate federally appropriated funds. This
approach mirrors the basic principles underlying the public
sector housing strategy CSHA recommends. First, resources are
available at the point of activity where the housing finance
agency, investment and mortgage bankers, private and non-
profit developers, builders, Realtors, homebuyers and rental
owners and tenants are continually interacting.

Next, an annual appropriation of federal funds to states for
housing facilitates the ability of the HFAs to integrate direct
federal funds with other resources such as tax-exempt bonds,
the low-income credit, rental assistance, and state or local funds
to create the needed mix .

Third, the funds can be deployed where the need is greatest
as determined by the knowledge of housing markets which HFAs
possess. As the cost of various factors comprising the mix of
essential project ingredients changes, the amount and use of the
funds must and can be altered to meet the new situation.

Finally, the essential goal of leverage is achieved. A well
placed dollar can attract additional public resources, whether in
the form of land grants, infrastructure, direct cash, tax
abatements, or technical resources. This combination of public
resources can in turn attract private capital which would
otherwise go elsewhere.
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A new, innovative federal housing program initiative, such
as the Housing Affordability Fund program refer.s.d to earlier,
that adheres to the above principles should be created. The
Proposed program involves two basic elements: a major formula
iriven flexible housing funding program for states, and a
"challenge" supplement that awards additional funds to states
committing their own resources and undertaking innovative
programs.

Housing Affordability Fund

The concept behind the Housing Affordability Fund initiative
is simple and familiar, having been used by federal/state
partnerships across the whole spectrum of program areas. An
annual appropriation from a minimum five year program
authorization is made to each state based on a formula that
considers both economic factors and housing needs. The formula
is created to achieve a funding balance between predominantly
rural and urban states.

Application of the funds should be restricted to low- and
moderate-income housing efforts. When used to expand
homeownership opportunities, the funds must be limited to
households eligible to participate in the MRB program, while
those used for rental programs must conform to project-based
MFDB and LIHC program :arguing.

Depending on financing variables and state approval,
Housing Affordability Program dollars can be used in tandem
with any of the tax-exempt housing Lend programs, the Low
Income Housing Credit, state housing programs, or other direct-
funded federal programs. When used together, the combination
of resources would enable a deeper subsidy to be provided as a
means of expanding homeownership and affordable rental
housing opportunities to the lowest income households.

Eligible uses should include at a minimum and not be limited
to: new construction, acquisition, or rehabilitation financing
involving interest write-downs, dawn-payment grants, second
mortgage loans with deferred payments, and credit
enhancements. Among other pitential uses are: reducing rental
development costs, and providing project-based rental
assistance.
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'Challenge' Grant Funding

Augmenting the base Housing Affordability Program
funding would be a supplemental fund awarded by the federal
government to states on the basis of innovative state housing
program initiatives, special housing needs, or the contribution of
state cash resources to housing efforts . . . such as the creation of
housing trust funds, direct appropriations, or state agency
revenues.

The challenge grant must also be used to respond to the
special housing needs that exist in poor states or regions, arising
from disproportionately low median incomes, pockets of poverty
or the effect of localized economic problems.

Demonstration Program . .. State Housing Finance Agencies and
the Farmers Home Administration

A demonstration program is proposed that incorporates
the use of coordinated and combined resources to meet national
housing policy goals. CSHA recognizes the essential role FmHA
plays and recommends that it remain an independent program
vehicle. To facilitate the goal of cooperation, a demonstration
program involving state HFAs and the Farmers Home
Administration is recommended as an opportunity to combine
the strengths of two program delivery vehicles for a greater
impact on rural housing programs. The Farmers Home
Administration has played, and continues to play, an effictive
role in improving rural housing through both homeownership
and rental programs. An extensive network of field offices provide
a critical resource for implementing these programs.

Such homeownership programs as Section 502 (Home
Ownership Loans), Section 504 (Low Income Repair Loans and
Grants), and Section 533 (Housing Preservation Grants) are
administered by FmHA. Section 533 (Housing Preservation
Grants), and Section 515 (Rural Rental Housing) are important
means for producing and maintaining rural rental housing.
Importantly, the powerful coalition that has kept FmHA
programs alive during the past several years of budget cuts
would probably dissipate should the programs be folded into an
all-purpose block grant.
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State housing finance agencies can augment FmHA in
several ways. HFA staffs offer many skills that can augment
those possessed by agriculturally trained FmHA staff including:
loan application processing; underwriting; loan servicing;
appraisal; annual recertification of tenant assets, income, and
family composition; disbursing loan funds; pre- and/or post-
application counseling; collecting/disbursing escrow funds for
taxes and insurance; and coordinating all possible resources,
including the Low Income Housing Tax Credit.

The proposed demonstration program would create a "fast
track" processing mechanism for the 515 program. In addition,
HFAs would provide financial services to FmHA offices which
would "originate" homeowner loans.

Many of these services have been provided by FmHA at
federal expense, thereby enhancing the ability to serve very low-
income families, HFAs would need to retain this feature in their
involvement.

Current Congressional Initiatives

Three important Congressional initiatives can be used with
other federal, state, and local resources. These deserve
implementing.

Nehemiah Plan

The current housing authorization bills under deliberation
by Congress would expand upon an ambitious homeownership
program that produced 1,000 of the proposed 5,000 single family
homes in East Brooklyn, New York. Funding is made available to
non-profits which provide loans to families purchasing homes
constructed or substantially rehabilitated according to program
guidelines. In some communities, homes under this program are
affordable by families earning as little as $15,000 per year, and in
almost all communities, are within reach of families earning
$20,000 per year.

Components of the program include: non-federal public/
private contributions of land, non-federal public/private financial
or in-kind assistance, use of construction methods which reduce
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the costs, involvement of local residents in the planning, and
locating the program in areas of social/ economic blight. The State
of New York Mortgage Agency provides mortgage money for the
Nehemiah project.

Individual Home Account , . . the Homebuyer "MN'

Recognizing that with limited disposable incomes, young
families are unable to amass sufficient funds to make the down-
payment and pay the closing costs on a home, Congress has
considered creating "Individual Home Accounts" modeled after
Individual Retirement Accounts (IRAs). Recently, Senator
Dennis Deconcini (D-Az) introduced legislation, S 1534, to
exempt from tax liability up to $2,000 per year if set aside in
special savings accounts exclusively for purchasing ^ first home.
A limit of $20,000 would established for the __ccount. This
program would benefit any household that has a tax liability and
would encourage the type of savings which are aifficult to amass
when disposable incomes are limited.

HUD Distressed Project Demonstration

Section 166 of HR 4 currently before Congress proposes a 3 year
HUD demonstration program regarding the disposition of
distressed HUD held properties. The section stipulates that HT. )3
provide the Massachusetts Housing Finance Agency with the
option to provide the long-term financing on any properties in
Massachusetts it plans to sell. Through this mechanism MHFA
could gain oversight of these properties to insure their successful
rehabilitation and management. The approach offers an ability to
maintain valuable low-income rental housing stock. As has been
already suggested, CSHA recommends that Congress should
expand this demonstration program nationwide.
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n I ot: The Existin Pro ram Founcia 'on

In spite of federal funding reductions and new volume and
targeting restraints on tax-exempt housing bonds, a foundation
comprising of existing programs exists to bolster the
recommended new programs initiative. These resources are
essential to meeting the nation's housing goals. Yet if the
optimum impact from them is to be achieved, they must operate
under the basic principles described in Section 3. Frequently,
this approach conflicts with natural tendencies to view individual
programs in isolation. Yet the potential impact of carefully
combined and targeted public resources cannot be ignored.
Private resources will not be brought to bear on many of housing
problems unless sufficient public resources are present.

The federal policy efforts should pay careful attention to
how certain existing federal programs are deployed, or the
potential impact of new program initiatives such as the Housing
Affordability Fund approach will be squandered. These programs
operate within the three avenues through which public resources
have traditionally been brought to bear on housing problems. Of
central importance to HFAs are the tax expenditure programs,
Mortgage Revenue Bonds, Multifamily Development Bonds, and
the Low Income Housing Tax Credit. The Rental Assistance
program, with which many HFAs are involved, provides essential
access to private housing for very low-income households and
has unrealized potential. HFA involvement with federal mortgage
credit support mechanisms is long-standing. When these
programs function smoothly, HFA lending programs tend to do
likewise. The other federal mortgage market support vehicle, the
secondary market institutions, are becoming increasingly
involved with HFAs in meeting their public purpose.

In view of the extensive relationship between existing federal
programs and HFAs, CSHA is compelled to present detailed
recommendations for improving these programs. As the
national housing policy and implementation discussions
proceed, more detailed examination of each will be needed.
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Housing Bonds and the Public Purpose

Certain tax-exempt bond changes in 1986 adversely
affected both Mortgage Revenue Bonds (MRBs) and Multifamily
Development Bonds (MFDBs). Those changes thwarted the
historic role these programs played in implementing national
housing policy. Recognizing the "public-purpose" nature of these
bonds and the presence of policy-based targeting provisions,
special treatment is warranted.

CSHA recommends the following revisions to the basic tax-
exempt housing bond legislation.

+ Remove alternative minimum tax (AMT) . . . the one-
third to two-third percentage points AMT adds to the
mortgage interest ultimately borne by the family
which the program seeks to help, exacerbating their
affordability problem. As a result, AMT works against
the targeting goals of the 1986 tax reform act at a time
when use for lower income households is mandated.

+ Current r e f u n d i n g s . . . managing bond proceeds and
cash flow from outstanding mortgages is sound fiscal
practice. Current refundings provide a means to
preserve the financial integrity of the program without
increasing the amount of tax-exempt debt out-
standing. This capability should be preserved when
the MRB sunset date is removed.

+ Arbitrage . . . Limits on the use of bond proceeds are
needed to arrest potential abuse of the tax-exempt
resource. Yet earnings on invested idle bond proceeds
should not be constrained if the funds can be
channeled for public use. Needed changes to arbitrage
provisions include:

1) removing restrictions on the investment of bond
proceeds in non-mortgage instruments ("non-purpose
investments" under the 1986 Code):

2) expanding the "temporary period" for MRB
proceeds until used to allow investments at a"mutually
higher" yields: and
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3) removing restrictions on state or agency
contributions to bond programs invested along with
bond proceeds.

The funds generated from arbitrage earnings should
then be directed to program purposes.

Federal Secondary Market Support for Homeownership and
Rental Housing

Fannie Mae. Ohmic Mae. and Freddie Mac

FNMA provides a secondary market conduit for single
family loans with a public mandate to assist moderate-income
homebuyers. Currently, efforts are underway to "privatize"
FNMA and FHLMC. By inr ration, privatization implies that no
longer a public purpose re,__Ans for these organizations to serve.
Yet declining homeownership and the increasing difficulty of the
private mortgage industry in serving the first-time homebuyer
market in many geographic areas dispel this notion. Continuing
participation in the secondary markets by institutions having a
public purpose mandate remains as essential today as in the
past. Moreover, it is difficult to discern what is gained by cloaking
FNMA and FLHMC in the mantle of "privatization."

GNMA also serves an essential role in providing capital for
VA and FHA supported mortgages. Nothing should be allowed to
diminish this capability.

These institutions have not impeded the on-going develop-
ment of an active private secondary market industry, but have
served to augment private activity. Recognizing their valuable
role, CSHA recommends:

+ Public mandate for FNMA and FLHMC . . . continuation
is essential.

+ GNMA fees . . recover only the cost of services
provided.

+ Relationship with HFAs . . . FIFAs approved as sellers/
servicers.
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Homeownership Program Improvements

Mortgage Revenue Bonds

Mortgage Revenue Bonds (MRBs) are directed to
households with income not in excess of 115 percent of state or
area median, and in targeted areas not in excess of 140 percent of
state or area median. Purchase prices on homes are limited to 90
percent of the area median and 110 percent in targeted areas.

MRBs have faced almost continuous uncertainty over the
past seven years. The volume of bonds which may be issued is
now limited and strict targeting restraints imposed.. Moreover,
the program has been subject to imminent "sunset" throughout
this period. This unfortunate situation has diminished the
effectiveness of the program, since continuity is critical in
working with mortgage lenders, builders and real estate
professionals. Moreover, it has inhibited the ability of housing
finance agencies to deliver a continuous stream of capital to
prospective first-time honiebuyers.

CSHA recommends the following improvements to the MRB
program.

+ Elimination of the Sunset on use of M R B s . . . 1) the
program is proven and 2) under the volume cap, states
deserve discretion in directing a portion of this
resource toward homeownership

+ Improve MRB targeting . . . two essential
improvements are needed. 1) The process for
calculating "Safe-Harbor Purchase Prices" must be
changed. Larger samples should be gathered more
frequently gather . A streamlined appeals process
must be established, with the option for state to
compile their own data according to a Treasury
approved process. 2) High cost areas should be given
an option lieu of using state or median incomes to
determines income eligibility using "reasonable
underwriting standards" and an interest rate one
percent below the Federal Home Loan Bank Board
contract mortgage rate for the preceding month to
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calculate the maximum allowable income for
participants purchasing the Safe-Harbor Purchase
Price Home under the MRB program.

For designating targeted areas . . . only residential
areas should be included.

Redefine "Residence" . . to include new construction of
2 unit buildings, allowing the purchaser to rent the
additional unit.

Provide exceptions to the 3 year rule . . . for:

1) single heads of household where recent divorce or
death of spouse caused the loss of the home;
2) elderly owners purchasing a smaller, less
expensive home to free equity for living expenses;
3) households displaced due to economic distress.

Create a six-month cure period for handling ineligible
borrowers . . . as an option (for agencies who have no
five percent "bad money" portion of bond proceeds
remaining) to avoid placing the tax-exempt status of
the bond in jeopardy.

Mortgagg Crealt Certificates (MCA1

MCC program is 'currently used in many states to
complement the MRB program. While limited in its ability to
provide a conduit for capital to the difficult first-time homebuyer
market, MCCs are nonetheless an attractive subsidy vehicle.

For MCCs, CSHA recommends that:

Sunset . . . be eliminated for MCCs.

Consistency with MRBs . . . the MCC program
guidelines should be consistent with the MRB
program.

To reach the lowest income families - allow MCCs to be
used in tandem with MRBs
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Veterans Mcgicacia32acia

Veterans mortgage bonds are used in five states to assist
veterans in becoming homeowners. CSHA recommends:

Continued availability to previous users . . . in those
states using these bonds, the bonds should be treated
in the same manner as IVERBs to provide for expanded
homeownership.

FHA Mortcage InsuranceNA Guaranty

FHA credit support is limited to single family home
purchases of $67,500 or less, except in high cost areas, while the
VA will cover 60% of a loan up to $27,500 exposure. These
programs provide opportunities for homeownership and
contributed for over forty years to increasing homeownership.
Their value is virtu.* unque:3- tioned. Yet recent developments
erode the effectiveness of the programs

FHA recently tightened underwriting criteria on loans
thereby denying opportunities to people who in the past would
have benefitted from the program.

Moreover, in periods when the pace of mortgage activity
quickens, major processing back-logs have occurred, occasionally
grinding the first-time homebuyer market to a halt.

Finally, fees have been attached recently to VA loans. These
fees adversely impact upon affordability to households having
the greatest problem. The federal government should stop
looking to the programs for additional revenue, using fees only to
cover costs.

CSHA recommends the following improvements to federal
credit support programs.

FHA underwriting . . . a r-turn to traditional
underwriting standards and an emphasis on the
young homebuyer.

State HFAs as designated underwriters . . . State
Housing Finance Agencies who underwrite loans
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should receive automatic designated underwriter
status for FHA insurance and VA guarantees on MRB
loans subject to reasonable standards

No VA user fees . . . current VA user fees should be
canc2lleti.

Rental Housing Program Improvements

Two primary tax expenditure vehicles exist to encourage
rental housing production, the Multifamily Development Bond
and the Low-Income Housing Tax Credit. The Tax Refonn Act of
1986 created the latter, and increased the targeting
requirements on the former. The ability of the Low-Income
Housing Tax Credit to stimulate private sector involvement in
rental housing production is not being realized, while the
Multifamily Development Bond capability has been severely
impaired through unworkable program restrictions.

Multifamily Development Bonds

Multifamily Development Bonds (MFDBs) have a proven
record of effectiveness in producing low-income rental units
where otherwise they would not have been produced. In the 1986
Tax Act, MFDBs were placed under the uniform state tax-exempt
volume cap. More stringent targeting requirements were
enacted, along with the Alternative Minimum Tax, arbitrage, and
current refunding provisions. Limitations on the cost of
issuance make it difficult to finance legitimate costs. In its efforts
to improve the program, Congress effectively removed the
incentives for private developers to include low-income units in
their projects.

Since passage of the Act, the level of MFDB activity has
declined dramatically. National construction indicators continue
to reflect an appreciable level of rental housing production.
However, the only low-income rental housing being financed is
that which was in.the "pipeline" prior to tax reform In view of the
rental housing trends discussed earlier, it is clear that Congress
went too far in imposing limitations on the use of these bonds.
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To breathe new life into the program CSHA recommends:

+ Income limits . . . based upon state or area median to
accommodate rural area projects.

+ Affordability index used to designate high-cost areas . .
. based upon a numerator equal to construction and
land costs, the state or area median income as the
denominator.

+ Recertification . . . on a biannual basis to reduce an
administrative nightmare.

+ Projects removed from a bond issue after TEFRA notice
. . replaced by projects under the same guidelines and

conditions as the original subject to revised public
notice.

Arbitrage . . . provide the same option as with MRBs
that full excess investment earnings can be
reimbursed to the borrower and only those excess
earning that might remain would be subject to rebate
to the U.S. Treasury.

+ Use in meeting special housing needs . . . redefine
"residential rental property" to allow 100 percent
elderly or handicapped projects without requiring full
kitchen and bathroom facilities and for "single-
cccupancy hotels."

+ Removing family size adjustments for 100% elderly
and congregate care projects.

Low-Income Housing Tax Credit

Historically, Congress has recognized that capital is not
attracted to low-income housing production without some
economic or tax stimulus. Anticipating that removing passive
losses against income and changes in depreciation would
adversely affect the ability of developers to raise equity for low-
income projects. Congress created the Low Income Housing Tax
Credit (LIHC). This vehicle was intended to provide needed
stimulus for private equity investment.
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As with any new program, uncertainty exists within the
development and investment community. Yet it is nonetheless
clear that the economic value of the credit is not high enough to
achieve the purpose Congress intended in the absence of basic
clarifications and technical changes.

CSHA recommends the following changes to make the
program more viable:

Removing the Sunset . . . recognizing that in improved
form, it can effectively stimulate low-income housing
rental production.

Adjusting the Credit rate to increase value . . . because
increased value is essential for the LIHC to be effective
beyond small, heavily subsidized projects, one of the
following options should be enacted.

1) increase the Credit rate tied to units to a level
needed to make the project feasible under standard
underwriting scrutiny, regardless of the type of
financing used

2) fix the Credit rate at lower than current Invels, but
apply it across the entire project basis

3) shorten the credit's life to as few as five years to
raise the equity needed during construction and lease-
up, to avoid deep discounting of the credit when
syndicated, and to avoid additional financing costs,
while retaining the 15 year holding period

Unlimited carry forward if sunset not eliminated

One year carry-forward . . . applied in two cases:

1) for any state allocation not used in a calendar
year, and

2) for projects which were not completed in the
expected year due to unforeseen and unavoidable
circumstances
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+ Income limits based on higher area or state limits

Placed-in-service . . . For purposes of the credit agencies
actually making allocations:

1) new construction of a building (project if the
regulations are changed) . . . date the first unit is
available for occupancy (Generally, that date would be
indicated by a certificate of occupancy and occasionally
by a temporary certificate of occupancy. For purposes
of determining eligible basis, however, the cost of
legitimate construction period expenses incurred after
the "placed in service" date, should be allowed.)

2) acquisition of an occupied existing project . . . date
of acquisition

3) substantially vacant or being vacated for
substantial rehabilitation by the new owner . . . when
the first rehabilitated unit becomes available for
occupancy

4) rehpliilitation of project "systems" (heating,
electrical, etc.) not requiring tenant relocation . . . at the
time of completion of the rehabilitation work

+ Setting the date of Allocation . . . (for administrative
rather than tax purposes) the date at which the entire
project can be said to be placed-in-service rather than
requiring separate allocations to be applied to each
individual building in a project.

+- Ten year waiver . . . include federally assisted HFA
financed projects, not insured by FHA, in the section
on waiver of the 10 year placed in service requirements
for credit eligibility.

1) HFAs allowed to designate distressed projects for
purposes of the waiver.

2) allow use of the waiver for projects where
prepayment is imminent.
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Elderly housing . . . facilitate participation by:

1) deleting the term "retirement home" from the list
of housing not eligible for the credit.

2) removing family size adjustments for 100%
elderly and congregate care projects.

Rental Assistance

The Section 8 Existing program is a primary vehicle for
serving households with incomes less than 50 percent of area
median. Through Section 8. critically needed rental assistance is
provided to low income families and it has proven its effectiveness
in making rental homes affordable to low-income tenants. Yet an
important problem plagues this program which can be readily
addressed and can dramatically increase its effectiveness.

Administering separate (although similar) voucher and
certificate programs is both confusing and inefficient. By
combining the two into one "hybrid" rental assistance program.
with unified guidelines, productivity would be vastly improved.
The program's goals and objectives would remain the same.

CSHA recommends combining Certificates and Vouchers.

Creating a "Hybrid" Rental Assistance Program . . .

based upon an improved format that includes:

1) claim procedures as outlined under the voucher
program

2) funding reservations 5 times 115 percent of the
estimated first year's actual subsidy expenditure
(calculated on Payment Standard for each bedroom
size minus the estimated tenant contribution at 30
percent of area median), plus estimated administrative
fee. Any excess to be credited to Housing Voucher
Subsidy or Fee Reserve Fund, to cover increased
program costs, or to assist more families
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3) each Annual Contributions Contract (ACC) to
have a term of 15 years

4) Voucher Payment Standard concept used to
determine amount of subsidy provided to family and
paid directly to landlord

5) after initial contract, Comparables, Fair Market
Rent limits, Exception Rents, and Annual Adjustment
Factor (AAF), would all be eliminated (These don't exist
in the voucher program, which allows families to
determine the amount of rent they are willing to pay,
thereby allowing them greater choice in the housing
market.)

Section 8 and emergency and transitional housing
programs for the homeless . . . allowing a family to
move directly from transitional housing to permanent
Section 8 (perhaps even remaining in the same unit if
the landlord is willing). (Entering by separate waiting
list on a first come first serve basis, families accepted
into the program are automatically placed on the
Section 8 waiting list for future permanent status.)

FHA Co- Insurance

The FHA Co-Insurance program provides an attractive
vehicle for supporting Multifamily rental projects. Currently only
one state HFA has received final approval to work with HUD as a
co-insurer of new and existing rental projects. Once approved as
a co-insurer, agencies assume the responsibilities of the HUD
Field Office in underwriting mortgage loans as well as those
responsibilities of an FHA-approved mortgagee. In exchange for
authority to underwrite, service, manage and dispose of
property, the approved mortgagee assumes responsibility for a
portion of any insurance loss on the co-insured mortgage. The
lender is allowed to retain a share of the insurance premiums as
compensation for assuming a portion of the risk.

Although one additional state HFA is nearing the final
approval stage as a co-insurer, it is unlikely that many other
states will participate until some program modifications are
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made. These have been discussed with HUD's Co-insurance staff
on various occasions and revolve around two basic premises:

1) state HFAs' proven track record of successful
Multifamily project underwriting
2) HFAs' traditionally private sector involvement
including contracts for professional services such as
appraisals as an alternative to costly "staffing-up"

CSHA recommends the following to increase HFA participation in
the co-insurance program.

HFAs approved to co-insurer if performance standards
are met . . . HUD must be more flexible, respecting each
agency's individual operating procedures, rather than
bureaucratically imposing one, federally determined
processing structure. For those states ascribing to
standard and proven underwriting criteria, HUD
should not require systemic changes.

The Assisted Rental Inventory Problem

Rental housing projects developed in the late sixties and
early seventies with contracts for long-term federal assistance
are reaching a point where the mortgage may be prepaid and the
project lost from the assisted inventory. Approximately 650,000
of these low-income rental units were produced and financed
under the Section 221(D)(3) BMIR and Section 236 programs. A
portion of these, perhaps as high as one-third, will have an
economic advantage to prepay their mortgage as their 20 year
subsidy contract terms or lock-in periods expire.

Based on surveys, state housing finance agencies were
involved in the financing of 118,000 Section 236 and later
243,000 Section 8 units. Without more precise numbers, the
current understanding of the potential magnitude of the
emerging prepayment problem is limited.

It may be assumed that assisted projects will fall into one of
three categories:

1) those projects which are economically attractive
and could return a substantial profit to the current
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owner through sale and/or conversion to a market rate
development;

2) those projects which are subject to sufficient
economic and market uncertainty that the feasibility
of pre-payment remains' questionable:

3) those projects which are in economic distress,
not in the market for conversion, but could benefit
from refinancing and the infusion of additional capital.

Another issue which is even less well understood than
prepayments is that of the maintenance and repair needs of
projects which will remain in the inventory throughout the 40
year term. Although some of the cost pressures of recent years
are easing a bit, these projects are aging. Financing their repair
and renovation will require creativity, because the cost will be
significant.

The tax code provisions which once allowed for changes in
ownership from non-profit to limited dividend partnership for
financing repairs are no longer available. This mechanism was
traditionally used to fund needed physical repair to aging
projects and to those in economic difficulty.

Implications of the existing assisted inventory problem are
only now beginning to be understood. As a policy issue, the
problem requires a patient, long -term commitment.

CSHA recommends a balanced approach that attends both
to the needs of tenants and the opportunities to keep the projects
in the assisted inventory.

+ To protect tenants . . . those below 80 percent of median
income who are being displaced should be assisted infin comparable replacement housing affordable at
30 percent of income and receive rental assistance as
needed. (CSHA urges caution in imposing restrictions
that require projects to remain low-income in
perpetuity. Such a "permanent fix" may be simplistic
and not viable in the long-ferm. A more flexible
approach must be taken. The availability of affordable
housing is the key to the problem.)
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+ For owners who otherwise would opt-out of their
contracts . . . make available an array of incentives to
facilitate a flexible, cost-effective approach, allowing
negotiation with individual owners based on the
character and needs of individual projects, and
specifying a time period during which the incentives
will be made available to encourage their use.

+ Carefully crafted incentives . . . allow use of MFDBs and
the Credit in refinancing assisted projects or financing
projects to house displaced tenants, without being
subject to state volume limitations. Other tax
incentives should include: tax forgiveness for projects
remaining as low-income, a return to passive losses,
maintenance and enhancement of the low-income
housing credit, and a return to prior depreciation
assumptions. Non-tax incentives should include:
inz:reasfrig owner dividends, increasing rents in
oertain situations, increasing access to reserves, and
allowing for refinancing or subordinate financing.

+ A public-private partnership . . . in financing,
developing and managing affordable rental housing
including, but not exclusively involving public (and or
non-profit) ownership. State and local agencies can
define local market needs, and primary and secondary
lenders can facilitate negotiations involving their
interests in mortgage contracts. The federal
government, however, must retain primary financial
responsibility, using its resources to leverage state,
local, and private resources.
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I. Foreword

The Housing Assistance Council, Inc. (HAC) is a national
nonprofit housing organization whose mission is to promote
decent housing for low-income rural households. Since its
formation in 1971 HAC has worked to improve and increase the
delivery of decent, safe and sanitary housing to rural elderly,
handicapped and low-income families. In cddition to assisting
local organizations gain access to and use rural housing
financing, HAC has bben directly responsible for many'

.

improvements in the Farmers Home Administration (FmHA) rural
housing programs. Among these are rural rental assistance and
targeted allocations of rural housing funds to states. Unlike
some organizations with a strong interest and commitment to rural
housing, HAC exists only to assist low-income rural consumers,
with particular emphases on minorities, American Indians, and
farmworkers.

We believe that the call by the Senate Subcommittee for
consideration of change in the federal housing programs is
timely. Much of the federal government's current rural housing
effort is valuable and worth preserving, but significant changes
are needed if the nation is to fulfill its obligation to ensure
that all Americans have opportunities to choose and live in
decent and affordable housing.

Rural areas have unique problems which can be satisfactorily
addressed only through programs specifically targeted to rural
areas. Remote communities, dispersed populations, weak
institutional and technical support structures, limited private
credit resources, lack of sewage and potable water facilities,
and depressed economic bases present formidable challenges for
rural housing development. Like the equally idiosyncratic
challenges of inner cities, they require highly tailored
approaches and separate treatment.

This paper outlines a set of policy requirements to meet
rural housing needs. It introduces a comprehensive array of
program alternatives, designed to address the diverse housing
problems of low-income rural households. In many cases, the
.programs proposed here not only offer cost advantages over those
they would replace but would also enable service to households
with incomes lower than those currently reached. In addition,
they would foster preservation of the low-income housing stock
- and avoid tenant displacement - by expanding program
participation of public and private nonprofit organizations.

We also believe that the time has come to change the
structure of rural housing delivery. Dissatisfaction with the
attitudes and performance of current federal programs is
increasingly widespread. The Department of Housing and Urban
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Development (HUD) has continually demonstrated the low priority
it gives to rural housing need, as for example in its recent
request to Congress to waive the requirement that 20 to 25% of
its low-income housing resources be allocated to nonmetro areas.
The U.S. Department of Agriculture (USDA)ts influence over the
programs of the Farmers Home Administration (PmHA) has been
consistently negative.

Accordingly, HAC recommends creation of a cabinet-level
Department of Rural Development to administer andcarry out the
programs proposed here. HAC supports the localized nature of
PraHAls delivery system, and has incorporated its most positive
elements-into the proposed agency. Until Congress creates such
an agency, HAC strongly recommends that FolHA administration be
significantly reformed, along lines suggested in this paper.

Finally, HAC urges Congress to adopt a comprehensive approach
to housing low-income rural Americans. The components of such an
approach described in this paper are based on cost-saving
principles. However, Congress should not lose sight of the stark
fact that it costs money to properly house people with limited
incomes. In good conscience, HAC must implore the Senate
Subcommittee to endorse adequate resources -'structural,
programmatic and financial - to address rural housing need.

2
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II. Executive Summary

This paper proposes a comprehensive approach to rural
housing, including programa, alternative delivery systems,
potential contributions of states, and a new - or significantly
reformed - administrative structure.

Programa

The proposed rural houaing agenda includes some existing and
several new programa. Programa with proven effectiveness, such
as the FmHA "Iowrincome" homeownerahil (S. 502) and multifamily
(S. 515) programa, should clearly be Llntinued. In addition, HAC
propoaea several homeownership programa to replace the existing
"very low-income" portion of FmHA's S. 502 program. To serve
families earning up to 50% of area median, VAC recommends (1)
market rate loam, to the level of affordability, combined with
grants covering remaining capital costa; (2) deferred mortgages
with subsidized interest, and (3) a competitive home ownerahip
grant program, similar in design to the current housing
preservation grant program (S.533). (Ed. Add the appended
Turnrkey program?)

Programa and policies to enhance the capacity of the
nonprofit sector are recommended in Sections IV and V. HAC
believes that nonprofit ownerahip i0 the only way to ensure that
assisted houaing will be retained for its intended public
purpose. Accordingly, this paper propoaea to gradually shift
rural houaing projecta to nonprofit operation and ownership.
For example, it suggests that 20% of the S. 515 appropriation be
set aside for nonprofit organizations to finance the capital
coats of rental houaing.

Delivery and Adminiatration

The paper critically examines, the Farmers Home Administration
(FmHA) and recommends a cabinet-level department to replace it to
the provider of direct rural houaing ems:stance. The proposed
Department of Rural Development would absorb FmHA and the rural
resources now residing in EDA, HUD and other agencies. Th'e new
Department would enable a more integrated approach to meeting
rural development needs, and a fresh initiative in, the provision
of federal service. Until the new department is in place the
paper offers alternative recommendations for reform of FmHA and
its programa, with provision for atate government role in
shaping and augmenting rural housing resources.

Cost

The programa proposed in this paper are designed to meet
stringent criteria for cost - effectiveness. They sre intended to
accomplish (1) maximal use of low-income housing resources for

3

k



300

(2) benefits for the neediest at (3) the least possible cost,
through direct subsidies, targeting, and safeguards over the
long-term use of the subsidized housing stock.

III. Rural Housing Need

Poverty continues to be disproportionately rural. Nearly
ever! persistently poor county - with more than a third poor in
both 1970 and 1980 - is outside metropolitan areas. Moreover,
rural poverty has grown from a low -water mark or 13.5% in 1978,
to 18.3% from 1983 through 1985. although the recently released
Cenaua report, Hone Income and Poverty Status of ?amnia and
Persona in the United Otatea: 19 indicates that ronmetro
----..ts741lecirpoveziEFIc71371rnirrlits/its decline was slower than in
metropolitan areas (where poverty dropped from 12.7% in 1985 to
12.3: an 1986). Most tellingly, for the first time in many years
the poverty rate in nonmetro areas exceeds that of the inner
city.

The extraordinarily high level of rural poverty is of major
concern to housing advocates, since the rural poor tend to live
in areas where decent housing is scarce, and urban solutions are
largely inapplicable. In many urban areas, the paramount .
need of the poor may be for rent.aupplemcnta to provide access to
available units. In contrast, the quality of existing housing in
Appalachia, much of the Deep south, the Ozarks, the Hispanic
Southwest, Indian reservations, and man/ other rural areas L so
inadequate that resources for housing 6evelopment, in addition to
rent and mortgage supplements, are eabential.to ensure decent,
safe, and sanitary shelter for poverty-level households.

For example, in 1983, leas than third (32%)'of occupied
units but nearly half (47%) of those refined by HUD as "sever
inadequate" were in nonmetropolitan aeaa. Half (49%) of the
nataon'a very'low-income households in severely inadequate units
were in nonmetropolitan areas. Altogether, HUD's analysis found
4.5 million very low- income households with "housing problems" in
nonmetropolitan areas. (Housing problems include cost burden,
overcrowding, or physically deficient unite.)

The Copgreaaional Research Service (CRS) has also reported
that housing production in rural areas is falling far short of
meeting housing needs (Housing Requirements in Rural Areas,
January 1986). Data from tnat report are shoo in Table A.

A major factor in the shortfall is the lack .)f private credit
resources.

4
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The private credit issues most affecting housing for the poor
are (1) the extent to which private mortgage credit is available
in rural areas and (2) the extent to which it is available for
low-income and very low-income households.

Concerning the firts issue, rural development groups have
long emphasized that private credit is generally scarce in rural
areas. Current analyses are handicapped, however, by the
uncertainty surrounding the effects of recent deregulation.

HAC analysis of Federal Home Loan Bank Board data found that
in 1984 over 500 mainland rural counties, including 5.3 million
people, lacked federally insured saving. and loans. Less than
half of nonmetro counties have a savings and loan association
headquarters. Moreover, most bank headquarters are in
metropolitan areas, and the great majority of loans, including
real estate mortgages, are held by banks headquartered in urban
areas.

The effects on rural credit of the 1980 Depository
Institutions Deregulation and Monetary Control Act are still
uncertain, but, by relieving banks from interstate merger
restrictions, the Act has encouraged a decline in the number of
banks and a subsequent decline in the numbers of bank
hiadquarters in rural areas. Branch banking could compensate for
this decline, but overgoing studies indicate that the large banks
engaging in branching are not interested in small, long-term and
residential loan-making.

Rural lending practices are conservative, and mortgages
generally require relatively high down payments and short terms.
The shortage of private credit on favorable terms reinforces the
rural reliance on self-help in housing construction. In metro
areas, most newly built homes for owner-occupancy are built by
contractor, and conventionally financed. In nonmetro areas,
however, most are built by the owner, and financed with cash.
(Census Construction Report, Characteristics of New Housing:
1985.) Such self-relianCe may work well with households who can
afford the materials for decent housing and who are capable of
quality construction; however, these households generally fall
outside the very low-income population of concern to this paper.

It is unlikely that private mortgage credit resources are
accessible to the rural low-income population currently served by
federal mortgage programs. The FmHA h,meownership program in
particular serves borrowers who must demonstrate with letter of
rejection that they were unable to obtain loans elsewhere. The
reasons for private lender rejection are usually linked to the
low incomes of these borrowers, rendering them unable to meet
monthly mortgage payment requirements under private market rate
conditions.

5
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TABLE A

Excerpt Data from 1986 CRS Report No. 86-517S

Housing Problems in Nonmetropolitan Areas

Total Very Low Income

Inadequate units 3,320,000 1,735,000

Crowded units 660,000 227,000

Cost burdened units 3:221,000 2,513,000

Total unl's with
housing problems 7,202,000 4,476,000

Estimate Annual Housing Need and Production
in Rural Areas

ProductionNeed

Additional households 350,000
Replacements 230,000
Vacancy/Mobility 46,000

Total 625,000

Housing Starts B00,000
Mobile home shipments 200,000
Conversions and
Rehabilitation 50,000

Total 550,000

Annual Shortfall 15,000

IV. General Policy Requirements for a Comprehensive and Adequate
Rural Housing Program and Commitment

A. The goal of a decent home ina suitable environment for
every American must be resurrected, amended to stress affordable
housing with a freedom of choice, and seriously pursued by the
federal government.

"Sec. 2. The Congress hereby declares that the general
welfare and security of the nation and the health and
living standards of its people require houstng production
and related community development sufficient to remedy the
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serious housing shortage, eliminate substandard and other
inadequate housing through the clearance of slums and
blighted areas, and realize the goal of a decent,
affordable, home and a suitable living environment with
freedom of choice for every American family, thus
contributing to the development and redevelopment of
communities and to the advancement of the growth, wealth,
and security of the Nation." (Added words underlined)

B. A National Rural Housing Policy must be adopted that works
to eliminate substandard housing and shelter cost overburden. It
must recognize the importance of technology in meeting goals
without diminishing the overriding need to address income,
affordability and an absolute necessity for the use of
householder subsidies. It must recognize'that our nation cannot
merely enact just laws, but must also provide the financial means
to make them a reality. A sound rural housing policy must:

1. Be national in scope, but readily supplemented by state
programs. Its administration should be as local as
possible but held to a high and consistent national
standard.

2. Have well-designed finance, insurance and subsidy
mechanisms. Tried and effective systems should not
be discarded for new, programs unless reseach and
testing proves then do to be better.

3. Be adaptable, work well witn public and private
initiatives and resources, and permit direct programs
to fit individual and/or area needs.

4. Be consistently available, -ith safeguards against the
fluctuations of past programs which have often resulted
in diminution of local response capacity.

5. Offer programs large enough to be effective, rather
than demonstrations.

6. Be equitable, and meet income and equal opportunity
tests.

7. Be responsive-to consumers.

8. Integrate water and sewer with rural housing resources.

9. Provide a favorable climate for program use by public
and consumer-based private nonprofit organizations.
Non-profit organizations will use and beep the programs
for their intended public purpose, and should receive
priority consideration as applicants.

10. Be directly funded by the federal government. The
direct federal role is mandated by geographic and other

7
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factors that are unique to rural areas, including the

lack of local housing lenders.
11. Participation by all states, each of which must adopt a

housing policy and develop working programs
complementary or supplemental to those of the federal

government. Taxpayers in any state not complying would
lose their federal home ownership tax deductions.

C. Federal efforts and resources (national programs) should

concentrate on targeting assistance to:

1. Low and very low-income households,

2. Occupants of substandard and overcrowded housing,

3. Special groups, including minorities, farmworkers,

American Indians and the homeless, and,

4. Low-income communities.

D. Resources must be provided to develop the capacity of

housing authorities, consumer-based nonprofit organizations and
associations for tsing programs and maintaining housing in the

public interest. HAC recommends expansion of the S. 525 and 533
programs, technical assistance and housing preservation grants,

respectively, front-end financing, and funding of the S. I-II

Planning Grant Program (expanded for use by American Indian

tribes and states) as initial steps toward achieving this

objective.

E. Homeowner tax deductions, should be capped, and converted

to a credit.

F. Federal data resources on housing conditions and trends,

including those in the Census, should be maintained.

o Existing resources should be preserved ,

particularly the housing inform.tion included in the
form for the 1988 dress rehearsals for the 1990

Census, with housing quality characteristics such
as plumbing preserved in the 100% sample, and number
of bathrooms and water and sewer facilities kept in

the one-in-six sample;

o The American Housing Survey should be restored to
its prior sampling capability, including the extra
sample in rural areas, and published annually.

G. Annual reports to the Congress, by the financing agency,
which provide complete statistical data on housing costs,
incomes, rents, ages served, minority service, etc., should be

required.
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H. Site and project selection policies should be adopted
which are adaptable to the needs of each rural community. Cost
may dictate high density housing in one community, whereas groups
of medium density units scattered throughout a town may be more
acceptable in other communities. As long as cost is reasonable
and verlfiable relative to local conditions, if feae.ble it
should be permitted. Such an approach would better mesh the
programs with local planning objectives.

I. Separate and self-supporting federal assistance should be
provided moderate-income households whose incomes are too high to
qualify for FmHA assistance and too low to meet private or state
HFA requirements. To enhance affordability, deferred payments
would be permitted, but borrowers would repay any such subsidy
with interest.

o The moderate-income borrower, whose income falls
within 80 -100% of the area median, is continually
excluded from government assistance, and
increasingly unable to afford home ownership as a
result, he or she reacts negatively against efforts
to help house the poor;

o See the recommended guaranteed loan program.

J. Mortgaza revenue bond programs should continue as a
r.source for housing moderate-income households, who are unable
to afford priyate financing.

K. A simple, efficient, just and responsive complaint or
appeal procedure, adequate for use by local consumers, should be
adopted. Penalties should be included for federal officials who
fail to respond to complaints or adequately pursue appeals
procedures.

V. Programs and Financing

Workable, existing programs must be revised to permit meeting
national goals. New programs must be added so that a flexible
approach can be adapted to varying needs. We have examined the
present FmHA Title V programs and recommend several changes and
additions to match resources to rural need.

A. Home Ownership

1. Continuation of the S. 502 program with 60% set aside
for low-income households.

2. 40% of S. 502 funds set aside for very
low-income households:

a. Three alternative programs are recommended.: An
"Affordable Housing Program" which utilizes capital

9
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cost (grant) financing, a "Deferred Mortgage
Program", and a grant program to consumer-based
nonprofit organizations and public bodies, modeled
after the S. 533 Housing Preservation Grant
Program.

(1) Affordable Housing Program

(a) The borrower receives a market rate loan to
an affordable level, but for no less than
10% of the cost of th housing unit.

,(b) Up to 90% depending on income, taxes, etc,
is provided as capital cost financing.

(c) Mortgage payments may be partially deferred
when income decreases or taxes and insurance
increases affect affordability.

(d) The capital cost financing would be treated
as principal in the event of sale except
that partial forgiveness would begin at the
15th year and culminate in a 50% charge off
when held for the full term of the mortgage.

(e) Deferred mortgage interest is subject to
recapture upon disposition of the property.
As an incentive for home maintenance a
deduction of 10% on government recapture
would be made after 15 years in residence.
Another 10% deduction would be permitted
after 25 years, and borrowers holding their
loans to full term would have recapture cut
by 50%.

(f) Capital cost financing reduces the
affordability threshold by eliminating
principal and interest payments. It has
less of a budget impact than loan plus
annual subsidies. (Note: Senator Chiles'
credit reform proposal, if enacted, would
constrain the current subsidized loan
program.)

(2) Deferred Mortgage Program:

(a) Borrower receives a loan for the full amount
needed.

(b) The loan is subsidized in that the borrower
pays at a 1% rate to his/her level of
affordabiity. The balance is deferred.

10
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(c) Deferred mortgage may be converted, in
$1,000 increments, as a borrowers' repayment
ability improves. Alternatively, mortgage
amoulli: can be converted to deferred status
when paynent ability decreases;

(d) Recapture of subsidy is the same as for
current S. 502 program; revised to include
the incentives noted in (1)(e), above.

(e) A deferred mortgage program- enables FmHA to
assist those with considerably lower incomes
than can now be assisted.

(3) Competitive Home Ownership Orant Program

50% of S. 502 very low-income funds would be
granted on a competitive basis to consumer-based
nonprofit organizations and public bodies,
including units of local government. The
program would enable grantees to use the funds
.as grants, loans or subsidy to assist very
low-income households purchase new or existing
homes.' It would operate similar to the S. 533
preservation grant program with a weighted
competition based on:

(a) housing need and substandard housing in the
community area;

(b) the extent of very low-income households in
need of housing;

(c) matching funds, with a priority for
subsidized matching funds;

(d) distance from metropolitan centers; and

(e) affordability by the client population.

b. Comparison of the Three Plans

(1) Affordable Housing Program reduces incomes served,
from current levels, with maximum cost savings to
the government.

(2) By virtue of using subsidized loans, the deferred
mortgage program reaches lower incomes than those
served by the affordable housing program, but at
somewhat more cost to the government.

(3) The competitive grant program offers local
flexibility and initiative, while still restricting
benefits to lower-income families.

11
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c. Options Within All Programs

(1) Use of self-help housing to increase borrower
equity and decrease government subsidy cost.

(2) Construction of expandable starter homes, with
understanding borrower may obtain additional
funding as either affordability increases or family

increases in size, etc.

(3) Modest housing variations such as "warm and dry"

houses, provided they meet voluntary national

model, or state-wide codes (and FmHA thermal

standards).

(4) Use for new construction, purchase or repair and/or
rehabilitation (competitive grant program not used

for repair and rehabilitation except as incidental

to purchase of existing dwellings).

3. Expand the Housing Preservation Grant program (S. 533)

for repair and rehabilitation in areas with

concentrated need. It should be funded at a minimum
annual level of $100 million.

4. Continue the S. 504 very low-income repair program
for meeting needs in areas not covered by S. 533.

a. Permit 33-year term when property will be repaired

to meet standards

b. Encourage combinations of loan and grant.

c. Establish a pool of grant and loan funds to be used,
in addition to state allocation, by organizations

who obtain non-federal matching funds (as an
incentive for participation by states and local
organizations).

d. Permit nonprofit organizations who do more than 10

S. 504 repairs per year to charge recipients for
reasonable administrative costs. This will
encourage formation of rehabilitation firms in areas

where they are lacking.

5. Mandate implementation of S. 527 condominium financing,

with an emphasis on its possible use in areas with high

land cost or limited available land. Permit a full

range of multifamily designs in order to reduce costs,
particularly land costs.

12
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B. Rental and Cooperative Housing

1. Prohibit prepayment of S. 515 50-year subsidized loans
(current program), or permit prepayment after 20 years
if the borrower repays all subsidy to the government.

2. Legislate S. 515 Capital Cost Financing in lieu of
loans and interest subsidy, to consumer-based nonprofit
and public sponsors, for projects limitedto low-and
very low-income households. Require permanent
retention of the units for intended purpose, or similar
public use.

a. S. 521 rental assistance would be provided with loan
approval for a minimum of 50% of units (similar to
the HUD S. 202/S. 8 combination). These projects
would receive a priority for rental assistance
beyond 50% of units.

b. A minimum of 50% of tenants must have ery low
income.

c. The overall purpose of the capital cost financing
program is to provide more affordable housing, and
build public capacity to avoid prepayment, housing
stock loss, and tenant displacement.

d. A priority would be given to S. 515 spending with a
minimum 20% of the annual appropriation reserved for
the capital cost financing program. Unused funds
will be merged with the appropriation for the
following fiscal /ear.

3. To promote Farm Labor Housing, increase the level of
appropriations commensurate to need. Legislate a
five-year increase in funds to a $100 million level.

a. Provide grant priority for migrant housing and
expand loan program for year-around workers.

b. Continue permitting use of a small percentage of the
grant appropriation as administrative funds - for
nonprofit developing and packaging of applications.

c. Legislate change in FmHA appraisal process in order
to recognize imposed costs (Davis Bacon, for
example) not required in comparable rental
structures. Legislate right to appeal multifamily
housing appraisals.

4. Rental Assistance. Increase appropriation to provide
subsidy for a minimum of 75% of units produced under
Section 515 and 100% of farm labor housing units.

13

323



5. Legislate exemption commensurate to those of the
Internal Revenue Service for computing tenant payments.

6. Expand S. 533 Housing Preservation Grant program for
areas with extensive rehabilitation needs. Current law
permits this but a paucity of funds and administrative
inaction have prevented implementation.

7. Legislate a new loan and grant program to purchase and
rehabilitate facilities to be used as shelters for the

,.homeless. Make available to any sponsoring4organi-
zation with commitment and or financial ability to
provide accompanying services and administration.

C. Other Housing Programs

1. Reserve 5% of total program funds for use in states
which provide new or expanded complementary programs,
without diminution of existing programs.

2. Loans and capital cost financing to public bodies for
facilities to house comprehensive migrant farmworker
services.

3. Convert and expand the dollar level of the rural
housing site loan program (available only to public and
private nonprofit organizations) to a limited subsidy,
by charging a flat 5% interest. Maintain 3% interest
for self-help land development fund.

4. Provide predevelopment loans for public and private
nonprofit organizations.

5. Substantially increase the level of funding for Section
525.

a. Use outreach funding to build consumer nonprofit and
public capacity, with a priority for areas with
substantial need and limited nonprofit response.

b. Continue housing counseling as an eligible fund use.

c. Provide an in-state priority when S. 525 leverages
funds from state or local government.

6. Require that county offices notify borrowers of
legitimate local organizations who provide gratuitous
counseling to delinquent borrowers. County offices not
in compliance would have liquidation requests delayed.

7. Use of rural housing programs on Indian reservations.

a. Pledging of leasehold interest in alloted or trust
land is an acceptable form of security upon which to
base a loan.

14
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b. In the event of default, where the security interest
is in alloted or trust land, PmHA may only liquidate
after offering a right of first refusal to transfer
the interest to:

(1) an eligible tribal member,
(2) the tribe,
(3) a wholly owned tribal corporation,
(4) an Indian housing authority established by the

tribe.

c. Once liquidated the PmHA shall not sell, transfer,
or otherwise alienate the property, except to:

(1) an eligible tribal member,
(2) the tribe.
(3) a wholly owned tribal corporation,
(4) an Indian housing authority established by the

tribe.

8. Last resort housing. In areas where an extensive need
is not being met by prive:e, local, state or federal
programs, the agency would be given authority to
.directly contract with a local, state, regional or
national consumer based nonprofit housing organization
or provider to:

a. purchase and subdivide land (including surplus
federal land);

b. develop and sell housing units;

c. construct and operate rental housing;

d. transfer rental housing ownership to eligible
organizations.

Approval authority for this program would be vested only with
the INHA Administrator.

9. Housing inventory is required to be used in the
following priority order:

a. resale to eligible participants;

b. transfer to Section 515 use;

c. transfer to organizations as housing for the
homeless;

d. offered to local government for retention and/or
use;

15
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e. offered to state government for retention and/or
use;

f. sale to anyone..

10. Guaranteed housing program for households with moderate
income (up to 115% of median). Legislate a departure
from traditional time-consuming procedure. Agency
would provide lenders with rules - housing sizes,
codes, income eligibility, etc = and establish a
prpcedure to certify them. Once certified, lenders
approve loans and provide certification to the agency,
who automatically guarantees. Agency and .Offica of
Inspector General will make periodic account audits to
assure program is properly operated and meeting
objectives.

11. Authorize agenrj to "land bank" inventory land,
including site loans and farm inventory properties
situated adjacent to eligible rural communities.
Subsequent use for rural development purposes, limited
to housing, employment or services for low-income
people. The agency would dispose of repossed property
by:

a. offering it to a consumer based nonprofit
organization;

b. offering it to the local government for land banking
until the public had determined a good use;

c. offering it to the state government for land banking
in accordance with a state land use plan;

d. holding it until a consumer-based nonprofit,
locality or state had developed a land use plan.

NOTE: Priority for purchase of all other FmHA farm inventory
should be for sale to eligible family farmers.

12. Require grandfathering of approval for previously
approved plane and specifications, which meet agency
thermal standards, and permit reuse of certified plans.

13. Provide authority for either self-insurance or for the
agency to contract for insurance in areas where the
coats of liability and/or fire and extended coverage
have become prohibitive, and negatively affect the
program and/or eligible consumers.

14. Expand the self-help technical assistance program.
Require agency officials to perform outreach functions

16
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to publicize and encourage uae of this program. The
coat of self -help grants are more than offset by
subsidy savings resulting from lowered housing coat.

VI. A Delivery Structure for Meeting Rural Housing Maeda

HAC proposes the creation of a cabinet-level Rural
Development Department (community, economic, farm and housing
programa) to meet the needs of rural America. To meet immediate
'objectivea we have added a section which restructures and reforms'
the Parmera Home Administration.

A. The Farmers Home Administration (FmHA) currently lacks
the mandate, and commitment to social purposes that are neceaaary
to provide neceaaary aervicea in Rural America. This proposal is
a practical attempt to uae the beat of what is now in place at
FmHA as a foundation to create a better vehicle.

Its chief features are:

o A mission to promote the welfare of low-income rural
households and communities, through social aervicea
and development irograma.

o Comprehensive scope of aervicea, including community
and economic development, family farm programa,
housing and related programa.

o Program coordination.

o Consumer involvement and monitoring.

o Outreach to potential rural consumers, especially
those in the greatest need of service.

o Improved appeals processes.

o Strengthened merit system for State Director
appointments.

o Regional Administrators.

o Increaaed employment entry and training
opportunities, particularly for minorities.

o Focussed treatment of farmworker an American Indian
issues.

o State and local government roles in program delivery,
uae, and supplementation

17
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B. The following programs would be transfer to the proposed
Dept. of Rural Development.

1. All of PmHA programs except farm programs not intended
for family farmers;

2. Other rural development functions now vested with the
USDA Undersecretary for Small Town and Rural
Development;

3. The Economic Development Administration, except for
its urban programs;

4. The rural portion or share of Community Development
Block Grant, S, 8 and other HUD programs;

5. Other selected programs from other agencies;

C. Congressional Jurisdiction:

The Congressional committees wick now have jurisdiction
over existing programs would retain jurisdiction. In some cases
some administrative funding responsibility might be transferred.

D. Outline of the Department of Rural Development

1. Agencies:

a. Economic Development Administration (EDA)

(1) EDA programs .

(2) PmHA B & I program
(3) PmHA rural . Development loan and grants

b. Family Farm Administration

(1) Existing PmHA programs
(2) Small farm cooperative program

c. Rural Community Development Administration

..........(11_Fater & Waste loans and grants
(2) Community facilities loans
(3) Planning grants

d. Rural Housing Administration (See Section V on
programs for scope of service)

2. Other Department Offices (not all inclusive)

a. Administrative and financial support
offices

b. Regional finance centers
18
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c. Office of Research, Planning and Coordination

d. Office of Consumer Affairs

(1) Outreach services
(2) Omsbudman services

3. Organizational Structure

a. Secretary, Deputy Secretary

b. UnderSecretary for Rural Development Programs

(1) Assistant Secretaries for each of the
four agencies

c. UnderSecretary for Administration and Support
Programs

(1) Assistant Secretary for Administration

(2) Assistant Secretary for Support Programs

(a) Office of Consumer Affairs

(b) Office of Research Planning and
Coordination

(c) General Counsel

.(d) Inspector General

d. UnderSecretary for Indian and Minority Programs

(1) With authority to enforce compliance within
total department

e. Area Directors

(1) Same as Federal regions

(2) Supervise State Directors

(3) Tedhnical support staff

(4) Finance centers (replaces single FmMA center)

(5) Outreach

f. State Directors

(1) Administrative responsiblity for supervising
local field offices

19



316

(2) Coordination with state and/or Indian tribes

g. District Directors

(1) Application and processing center for all
programs except farm and single family
housing

h. County Directors

(1) Farm and single family housing programs

(2) Outreach for department

E. Essential Elements for the New Department

1. The basic physical structure of the FmHA would be
utilized, but modified as noted throughout this Section.

National office
Regional Directors and Regional Finance Centers
State Offices (46)
District Offices (250+)
County Offices (1,900+)

The FmHA structure and division of responsibilities is ideal
for convenient service to rural people and communities. State
Directors, at times, have proven an impediment to full
utilization of existing programs. RAC urges legislation
requiring reinstitution of the Area Director position. Ten Area
Directors (corresponding to the 10 federal regions) would relieve
the Administrator of an impossible supervisory burden of 1:46
persons (not including National Office Staff). The use of
regional finance centers would decentralize one of FmHA's biggest
problems, and enable provision of improved financial and
management services and data to agency managers and the public.
The Area Director position should be "Schedule C" to permit each
new administration the opportunity to develop and
institutionalize policy change.

2. The State Director position should remain political.
However, selection of State Directors should be changed to limit
chances that unqualified persons will be appointed. The
following criteria should be adopted:

a. Published qualific&tions and experience criteria

b. A merit system, including equal employment
opportunity, used for selection of qualified
candidates

c. A Senator would nominate up to 5 persons
from the qualified list. The final decision would

20
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be made by the Secretary.(Senators normally
nominate State Director candidates. In the event
nominations are through different political agents,
the same rules would apply.)

3. State Directors could be rotated, by the Secretary
perhaps every 4 to six years, to inhibit development of
individual policy in a given state.

4. state offices would be required to develop a planning
process, including needs, goals and priorities, for using the
departments programs and for coordination with state and tribal
governments. The use of the last resort housing program would be
incorporated in these plans.

5. Congress would mandate immediate escrowing of taxes
and insurance in the housing programs.

6. Training: In addition to technical program training, a
concentrated effort must be made to stress the role of social
service. Training should include sensitivity to minority
populations and a focus on the degree of their needs for
department programs. Training center orientation for new
professional employees should be required.

7. Minority Hiring: Would be intensified so that
employment more closely reflects the racial composition of the
eligible (target) population.

8. A paraprofessional (aide) position, would be
established with a range of grades, and ultimate hiring
preferance, tc permit employment entry by the agency's
constituent population.

9. An ombudsman office would exist in the department's
national headquarters. This office would be independent
(somewhat akin to that of an Inspector General) and required to
file an annual independent report to those committees of Congress
witn oversight for department programs.

10. Require outreach by field offices, and include it
within the performance rating criteria.

11. Provide special recognition for State Directors and/or
other employees who:

a. use all allotted loan and grant funds,

b. cooperate with state, tribal and local agencies to
the point supplemental and/or joint funding
increases the scope of the program or reduces
income served.
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12. Create a housing advisory committee with rotating
terms and a membership balance among development, advocate and
user groups, to advise the Assistant Secretary for Housing.

a. nominations to the committee would be published
in the Federal Register, for comment. This
procedure would lessen the possibility for a
"captive committee"; one which tends to agree
too readily;

b. this committee would be given the oportunity to
make input to regulation changes prior to
publication;

c. committee would bring problems to national
attention at an early state, and enhance
possibility for early solutions; thus saving time
for the work at hand;

d. the committee would be charged to make a separate,
and annual report to the Housing Subcommittees in
each House of Congress.

13. Establish similar, but separate, advisory committees
for farmworker and Indian housing.

14. Establish realistic delegation of approval authority,
commensurate with technical skills, and reduce the number of
levels in clearing process to save time and money for the public.

15. Computerize loan servicing to reduce disproportionate
time spent on this part of the program.

16. The. thrust for all programs administered by the
Department must be:

a. provision of a broad range of services with
flexibility for adaption to local needs

b. servies targeted to those most in need.

VII. An Alternative Delivery Structure

A. The recommendations in this part are made for the Farmers
Home Administration (PmHA) as a transition agency prior to
ultimate establishment of the Department of Rural Development.

B. PmHA would be reformed. This reform would include
changes to the housing programs as noted in Part V, and incude a
number of structural changes.

6.7
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C. Structural changes, cLoselj related to those for the
Department of Rural Development.

1. Establishment of Area Directors and Area Finance
Center

2. State Director appointments and rotation

3. Escrowing taxes and insurance

4. Training reform

5. Minority hiring goals

6. Paraprofessional positions

7. Outreach and performance ratings
8. Awards or recognition for loan and grant making

9. National Housing Advisory Committee

10.. Streamlining loan approval

11. Increased computer capacity

12. Targeting of programs

D. Other Reforms

1. Establish a separate Deputy Administrator position for
farm worker and Indian programs. Both of these groups have
distinct problems and are more difficult to provide services to,
than those for other rural populations. The incumbent of this
position would be given authority to enforce program delivery for
his/her constituency. The Deputy Director level is necessary to
ensure participation in policy and decision meetings with the
Administrator.

2. Staff should be expanded, but without agricultural
graduate requirements, to meet social objectives. FmHA must have
an infusion of personnel from nonfarm disciplines. Field Office
staff should also more closely mirror the minority composition of
the FmHA eligible population. Indians should be provided
preference for hiring and placement on reservation offices.

3. Agency must eliminate idea that it is a bank and adopt
a service agency concept.

4. Reduce the number of review levels for multifamily
loan and grants. Currentlj the number of reviewing officials
leads to time loss and intra-agency contradiction.
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5. Change the appeal process to include use of either
special appeal officers or Administrative law judges. Include
multifamily housing loan appraisals as appealable.

6. Change all exception authorities, within program
regulations, to permit applicants the right to request
consideration. Currently, only state directors can initiate a
request for an exception.

7. Change philosophy that loan servicing is the ultimate
priority. Strive to incorporate a more humanistic servicing
policy within a balanced program of loan and grant making and
servicing.

VIII. Relationship of States to Rural Housing Needs and Programs

A. Federal and state programe should complement or
supplement, not supplant each other. The housing needs of this
country surpass the available resources of either.

B. Federal rules must include waiver authority to enable
agencies to participate in joint funding proposals which benefit
local communities or enhance affordability.

C. Suggested state roles. The categories noted below
represent roles supportive of federal program, and are not an
implication that state financing programs be diminished. Quite
the contrary. States should expand their own programs, but act
to supplement individual federal r.00grams as necessary to target
assistance.

1. Administrative support for public and consumer based
nonprofit housing programs.

2. Develop outreach components (for federal and state
programs) within state government.

3. Use excess HFA reserves (amount beyond that needed to
maintain bond rating) for housing subsidy.

4. Provide state rental assistance, which can be used for
tenants in Section 515 projects.

5. Pass statewide anti-exclusionary zoning ordinances.

6. Require states to have a housing plan and programs to
be eligible for federal rural housing programs. In states
without these, homeowners woul.f lose their federal home owner tax
deductions.

334

24



321

7. Provide construction financing for low-income housing.

8. Provide funds to leverage federal resources.

9. Finance land banking. Sell developed land at discount
when used for low-income housing.

25
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Comparing Cost to the Government of Alternative Home Ownership
Finance Mechanisms for Very Low-Income Households

I. Basic Assumptions

A. For comparison purposes a $45,000 dwelling is used.

Be For affordability purposes taxes are $400, insurance
$200, maintenance and utilities$1,000. While these
figures vary widely in actual circumstances, they serve
here as a uniform constant.

C. Recapture of subsidy is not included, in any of the
examples, except that principal is recovered in the
deferred mortgage example. Where capital cost financing
is used (grants), it is logical to expect that a major
portion would be recovered (recaptured) upon sale, since
it is principal. However, in this example no recovery is
shown, to prevent distortion.

D. These data assume that borrdwer circumstances and subsidy
remain constant. While not probable, it keeps the
computations simple and unifor.i.

II. Alternative Mechanisms

A. 502 Loans with Interest Subsidy

1. Formula:

a. Monthly amortization factor (1% per annum in
this case) x total months (33 years) = cost per
$1,000 cf loan.

b. Subtract principal(from a).

c. Multiply result by number representating
difference between interest rate (1%) and
government rate of borrowing (currently 9%).

d. Multiply this result by the unit cost (which,
divided by 1,000 = principal amount). This is
cost to the government.

2. 45,000 loan 8 1% for 33 years

a. 2.97 x 396 m 1176.12
b. 1176.12 - 1000 176.12
c. 8 x 176.12 A 1408.96
d. 45 x 1408.96 $65,405.20 cost to government
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3. Explanation - up front costs are buffered by initial
sale of notes (certificates of beneficial ownership)
to the Treasury and/or the public.

B. Capital Cost Financing (grant) plus Market Rate Loan to
the Limit Affordable

1. Formula:

a. Market rate (9%) mortgage to the extent
affordable. No cost to government (this is a
presumption, since servicing costs are a real
factor, and are not added).

b. Capital cost finance - initial capital cost
only. Example assumes direct appropriation and.
no return to government (program is based on an
FmHA recapture formula on any sale). Amount is
that beyond applicant affordability at market
rate.

2. $30,000 capital cost finance and $15,000 9% loan

a. $30,000- cost to the government

3. Assumes - no subsidv on market rate mortgage for life
of the loan.

C. Subsidized Deferred. Mortgage

1. Formula:

a. Payable mom:gage portion, same formula as in II
A.

b. $10,000 deferred mortgage e 9%.

1) amortization rate 1: total months,
2) result x number of thousands in house,

project or program,
3) deduct principal. This n cost to the

government.

c. a + b equals total government cbit.

2. $35,000 loan at 1% -.33 yearn and 10,000 deferred
mortgage at 9% cost to the g,eernment:

e. 1) 2.97 x 396 1176.12
2) 1176.12 - 1000 176.12
3) 8 x 176.12 1408.96
4) 35 x 1408.96 49,313.60
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b. 1) 7.92 x 396 - 3136.32
2) 3.36.32 x 10 ' 31,363.20
3) 31,363.20 - 10,000 . 21.363.20

c. 49,313.60 + 21,363.20 - $70,676.80 cost to the
government.

D. Com etitive Grants to Or anizations with Matchin

1. Asumption - grantee used 20% of grant for administration
(in this exa,ple $9,000) and matches the amount needed
for capital costs. Government cost per unit is based on
$22,500 plus $9,000 administration, or $31,500 per unit.

2. Formula: Same as in II B.

3. Cost to government - $31,500.
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E. Summary

Subs.
Loan

Capital Cost
Financing &
Afford Mtge.

Deferred
Mtge.

Competive
Grant

1) Houeing Costs $ 45,000 $ 45,000 $ 45,000 $ 45,000
2) Unsub. Loan 15,000
3) Sub. Loan 45,000 35,000
4) Grant 30,000 31;500
5) Defer. Mtge. 10,000
6) Cost to Gov't. 63,403 30,000 70,677 31,500

As low as
7) Afford. Income $ 10,680 $ 10,087 $ 9,490 $ 5,333*.

* Actually unknown and totally dependent on the form of finance
the recipient organization uses and the form of matching furds.
The $5,333 assumes total grant.

F. Alternative Program Affordability at Maximum Subsidy Level

Current FmHA Loan

Affordable Income at 30% for PITIUM

$50,000 Unit $45,000 Unit *40,000 Unit

Subsidized to 1% $ 11,273 $ 10,680 $ 10,087
90% Capital Cost
Financing, 10% Mark.n
Loan 6,917 6,760 6,600

90% Deferred Mtge.
10% Subsidized $ 5,927 $ 5,866 $ 5,810
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A Turnkey Approach

Appendix B

Homeownership is the tenure option preferred by many rural

households, inclUding many who are poor. A recent study by HAC

finds that most of the applicants to the FmHA Section 502

homeownership program were previously renters, some in subsidized

projects, who had been unable to obtain mortgages from other

lending resources. The study also indicates that. for such

households and for a variety of reasons homeownership assistance

may be a less expensive subsidy than rental project financing.

Given a homeownership demand among low-income rural renters and

the presence of major rental and homeownership programs within

FmRA, it may be surprising that these resources provide little

opportunity for transition from rental to ownership tenure. A

turnkey approach, permitting low-income renters to buy their

homes as their incomes rise, would appear particularly suitable

to the rural tradition. However, legitimate concerns over the

preservatic: c.f the low-income housing stock have erected

tremendous barriers to a turnkey approach. In particular, FmHA

requires twat units whose rent it subsidizes be occupied by

low-income renters for at least 20 years, and reinforces this

requirement with mortgages whose 50 -year terms are the longest

required by'any federal program.

Nevertheless, a.major problem at present faced by FmHA may offer

a unique opportunity for transitional housing. FmHA's inventory

of repossessed single-family homes is a tremendous agency burden

which could become a tremendous resource. These units could be

rented, with a first option to buy, to households who may not

currently qualify for FmHA's homeownership program because of

their youth, lack of demonstrated creditworthiness, incomes, or

economic setbacks. Rental assistance could be tied to these

g4o
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units until the owners exercise their purchase, option. Although

the subtlquent owners could then sell the units out of the

program, the loss would be no greater than that entailed by the

current homeownership program, and would be far less than the

losses now accruing from carrying the units in inventory or

selling them at hugh discounts.

Nonpi-Ofit organizations and public agencies would be eligible

owners and managers of turnkey projects financed by FmHA. They

would assume mortgages from the S. 502 program, with a portion of

the payments deferred until the units are purchased by the

tenants. Rent to cover the remaining PITI, operating and

management costs would be subsidized through FmHA's rental

assistance program.
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RESOLUTION OF THE BOARD OF DIRECTORS
OF HOUSING ROUNDTABLE, INC.

ON THE INGREDIENTS OF A NEW NATIONAL HOUSING POLICY
October, 1987

Background
.

Over the past six years as the currant Administration has initiated
and adhered to several broad policy objectives, the perception is
that housing as a national priority has diminished and Federal
support for housing (in terse of direct financial assistance and
tax incentives) has been dramatically reduced or changed. As a
result, the nation is experiencing the lowest percentage of hone
ownership since the end of World War II. In fact, this percentage
has been declining since 1980 with first-time hoaebuyers being the
most dramatically affected.

In an effort to fill the vacuum created by the sharp cuts in
Federal housing support many local and state governments and
private entities have worked hard to adapt to these dramatic
changes and to be creative in the initiation of housing
developments to meet local needs, through public-private
initiatives. Yet, the problems associated with housing
affordability and availability, particularly for the low income and
elderly, have minimized the impact of these efforts because of the
magnitude of the housing need, especially in urban areas.

The housing gaps that have been created by the Federal withdrawal
of support in housing that are not likely to be filled by local and
state efforts and the rising pressure and public Awareness of the
homeless situation have intensified the concern of those in housing
of the lack of commitment to housing as a national priority.

As a result, there has been a ground swell of support first in the
private and public sectors, through individuals, groups, and local
and state governments, and now at the U.S. Congressional level to
reevaluate and redefine the nation's commitment to housing. This
exercise will be difficult because will have to be accomplished
being mindful of the need to reduce the Federal budget deficit. A
.necessary reality or any future national housing policy must
appreciate tbs mod to use all resources at, the private, local,
state and Federal levels, learning from past mistakes, so that the
maximum housing needs of this country can be met.

RESOLUTION

THEREFORE, HOUSING ROUNDTABLE ENDORSES THE FOLLOWING BASIC PREMISES
AS THE FOUNDATION FOR A STRONG NATIONAL HOUSING POLICY:

1) Home ownership should be actively fostered because it leads to a
more stable form of government and a citizenry that is more
involved in improving community life. Home ownership is one of the

1
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single-most important accomplishments in the United States that
attracts the attention and admiration of the rest of the world.
Home ownership has helped provide the foundaticn from which this
country has become an economic leader. The realization of the
"American Dream" for our citizens should never be forgotten. It
should be viewed as the number one priority after national
defense. .

2) Safe and decent shelter should be available to all of our
citizens who make a reasonable effort to obtain it. When
assistance is rendered, everyone should pay part of the cost for
it, the individual, the city, the state and the Federal government.
Although the costs of such assistance are substantial, the be-writs
derived far outweigh them.

3) At least minimal shelter should be provided for all others.
There is a core group of people who no matter how much assistance
and home ownership facilitation is provided will not be able to
e4tain their own shelter. Their basic right and need for shelter
should not be ignored.

HOUSING ROUNDTABLE SUPPORTS THE FOLLOWING FEDERAL HOUSING
ASSISTANCE EFFORTS THAT ARE WORKING WELL:

1) Federal tax incentives, such as tax deductibility of home
mortgage interest and real estate taxes, should be maintained. Tax
incentives are an efficient and cost effective way to stimulate and
encourage home ownership.

2) Capital market access with government backing for middle and low
income buyers is working well and should not be tampered with at
this time. The stable and less expensive supply of mortgage credit
provided by the Federal National Mortgage Association, the Federal
Home Loan Mortgage Corporation and the Government National
Mortgage Association through the secondary market is a valuable
operation in minimizing the affordability constraint and should be
maintained. The Federal Housing Administration And the Veterans
Administration are essential Federal housing programs. Recent
refinements in their operations have been good steps towards
reducing costs to the government, minimizing fraud and abuse and
reducing high foreclosure rates.

HOUSING ROUNDTABLE HAS IDENTIFIED SEVERAL SPECIFIC OBSTACLES OF
CONCERN WITHIN THE HOUSING AREA AND ENDORSES THE FOLLOWING
POSITIONS:

Thrift :ndustry. The thrift industry, the former primary vehicle
for he.uoing finance and government subsidy is in transition moving
towards providing broader-based financial services. The
subsidized, weaker thrifts which have bean paying substantially
highers rates to attract savings and charging a lot less for
mortgage loans in an attempt to grow their way out of their
difficulties, mast Le restrained from hurting the healthy thrifts

a
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as well as other mortgage lenders. Enforcement activities should
-bet monitored and strengthened so that regulators can fulfill their
job responsibilities as specified.

The Management Consignment Program (MCP), as developed by the
FSLIC, to substitute new management in failing thrift insitutions
should be expanded and should incorporate and foster a management
philosophy that first increases the marketability of the thrift by
disposing of ita bad assets and then selling the thrift in the
market place. "Shrink and sell" sUculd be the MCP marching
orders.

Appraisal Industry. The efforts in Congress initiated by
Representative Doug Barnard from Georgia, and within the appraisal
profession itself should be supported and strengthened. The
appraisal is one of the most important elements in the mortgage
lending process. Therefore, establishing industry-wide standards
to ensure the correctness and accuracy of the appraisal is
essential as well as minimizing possible appraisal fraud and abuse
through industry regulation.

Housing Regulation. The housing delivery uystam has been impeded
by its over regulation. Efforts should be initiated to minimize
regulation and certainly to stop the continual changing of the
rules. While consumer protections and safety are important,
unnecessary housing regulations do hamper mortgage lenders' and
producers' efforts to provide affordable housing as efficiently as
possible.

For example, the Real Estate Settlement Procedures Act (RESPA) no
longer fulfills its intended purpose and in fact interferes with
the housing delivery system. Section 8 of the Act, in particular,
which prohibits fees for referrals of business for related
services, incident to or part of tLa settlement service, cannot now
be considered proconsumer. It interferes with the systems that are
available to enhance the industry and its efficiencies. Combined
servnces, which the Act inhibits, are often the most efficient.

There is a real need within the mortgage lending industry to
minimize corrupt activities, in general. There should be higher
penalties for fraud and other crimes as well as stricter

enforcement to eliminate repeat infractions as well as
discouragement for violators to remain in the profession.

Housing Assistance/Home Ownership Facilitation. The housing needs
of low income !milieu are not being adequately met by existing
governmental assistance programs.

Private, religious and local government participation, as
exemplified in the Nehemiah project developed by the East Brooklyn
Churches in New York City, should be fostered and encouraged. The
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excitement about and worthiness of the Nehemiah project is that it
net only provides affordable housing to families earning incomas
between $20,000 and $40,000, but frees up public housing units
previously occupied by these families who had no other place to
find affordable housing, thus enabling public housing to be used
for its intended purposes.

The maintenance and'rotention of expiring, subsidized housing units
needs to be addreceed. The supply of affordable rental housing
stock is limited in many markets. With the Section 8 Certificates
approaching the twenty yearmaturity mark, owners will be tempted
to convert these units to market rate, and thereby exacerbate the
existing low income rental housing stock crisis.

In utrkets where insufficient low income housing exists, some
governmental incentive programs need to be considered, to foster
housing development in these market where local and state
governments have limited resources to meet these pressing housing
needs. In many markets, the waiting list for affordable housing
units is large and continues to grow. Although a return to Title 8
housing is not recommended, some creative incentives for the volume
production of affordable, low income housing are needed. The tax
credit provision of the 1986 tax bill has proven to be flamed and
inadequate to the task.

Housing needs of the first -time homebuyer should be monitored and
programs encouraged to assist this group. The legislation,
introduced by Senator Dennis DeConcini from Arizona, to establish
individual housing accounts, to aid first-time homebuyers to save
for downpayments should be supported and other similar legislation
initiated.

Housing needs of the first -time homebuyer have occasionally and
successfully been met through development of sweat-equity programs.
Sweat equity programs should be allowed to develop to their fullest
potential, through revision of government regulations. These
programs are by nature small scale in terms of the number of units
produced and require a certain lcvol of demonstrated skill on part
of the participants. The benefit of sweat equity programs is that
they have tremendous success in fostering individual accomplishment
and pride in having a "hands on" participation in the building of
one's home. The support of sweat equity programs should be
tempered with a realiziation of the potential for appraisal fraud
to the detriment of the homeowner. Therefore, appropriate
precautions should be incorporated in these programs. Sweat equity
programs should be part of the nation's commitment to housing.

Homeless. The permanent and temporary housing needs of the
ziozneed to be addressed. However, the plight of the homeless
is the result of root causes other than just the lack of affordable
housing. Other components, such as lack of education, mental
health problems, loss of basic industry jobs (i.e. structural
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unemployment) and the development of a "ghetto mentality"
contribute to the serious homeless situation that deserves
immediate attention.

Affordability. State and local governments should not
unnecessarily burden housing development with builder taxes and
fees, and unnecessary .zoning and building codes and delays that
aggravate an already serious affordability problem. In addition, a
reexaminiation of a process where local governments require certain
infrastructure developments or improvements before the building
permit is approved only result in higher housing costs for the
consumer as well as delays in the process. The question of
financing infrastructure should be addressed separately so that
those who use it should share fairly in its cost.

Single-Family Mortgage Loan Limits. A conforming loan limit index
should be developed for the Federal National Mortgage Association
and the Federal Home Loan Mortgage Corporation based on local
markets and should proportionately reflect conditions in each
market (similar to the FHA limits), but with differentials,
primarily related to variations in median income.

Each year FNMA and FHLMC may raise their purchase limits as
determined by an index of home prices compiled by the Federal Home
Loan Bank Hoard. This limit, presently at $153,100, while probably
adequately serving the market in Oklahoma, for example, would be
grossly inadequate in a higher priced market, such as southern
California.

Product Liability and Related Issues. Radon, asbestou, toxic
wastes and other similar substances raise product liability
concerns that need to be treated sensitively anC fairly by Federal,
state and local governments.

Communicaticn of the issues should be presented in a balanced way
enabling a more reasonable and intelligent approach to be developed
to address these conc-Jrns. Consciousness raising publicity
concerning these substances often is emotional and thus acts as a
catalyst to influence the development of mandatory standards and
costly new construction requirements by state and local governments
before the effectiveness of the standards can be proven. This rush
to solve the problem often results in unnecessary delays and costs
for the builder and others in the housing delivery system. The
issues involved are very complex and thus warrant careful
examination before standards are established and enforced.

5
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The Manufactured Housing Institute and the National
Manufactured Housing Federation appreciate the subcommittee's
invitation to participate in its landmark effort to develop an
effective new framework for national housing policy. We believe this
is a timely and bold response to a challenge of great public importance
and burgeoning public need. The Manufactured Housing Institute and the
National Manufactured Housing Federation are two separate organizations
that have worked together to develop the following canprehensive set of
comments.

The Manufactured Housing Institute

The Manufactured Housing Institute (MHI) is a national trade
association representing builders of manufactured homes. There are
about 120 companies producing homes in more than 300 factories across
the United States. About one-third of those companies are members of
MHI. These manufacturers, however, account for more than 50 percent of
all manufactured homes produced annually in the U.S. MHI members also
include 160 companies that supply a wide variety of goods and services
to producers and consumers of manufactured housing.

The National Manufactured Housing Federation

The National Manufactured Housing Federation (NMHF) is a
national trade association comprised of thirty-eight state and regional
manufactured housing associations. These state and regional
associations contain within their memberships over 8,000 retailers and
20,000 developers active in manufactured have sales, service and land
development. Ninety percent of all new manufactured homes sold in the
U.S. in 1986 were sold by NMHF affiliated retailers. NWIF affiliated
developers own and operate over 1.5 million manufactured home sites
across the U.S.

Background

Shelter is one of the most basic needs of humanity and the
availability of decent, affordable housing has long been an object of
our national policy. However, over the years, the cost of building and
maintaining residential housing, whether single- or multifamily, has
risen dramatically. With that rise, the deeply rooted dream of home
owner nip or a safe comfortable rented dwelling is fading into
financial impossibility for an increasing number of Americans. The
most effective way to restore these basic dreams to a growing segment
of the population is by reducing the cost of creating and maintaining
housing. However, even with great efficiencies, the time and expense
of homes built "stick by stick" on site cannot be substantially
reduced. Manufactured housing represents a viable means of cracking
this price barrier and, providing affordable, safe, decent and
attractive housing for a multitude of Americans.

-1-
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The manufactured housing alternative is a difficult optic at
present because of a complex and, at times, hostile legal and
regulatory environment that exists. However, it is within the power of
Congress and the executive agencies acting at the direction of Congress
to revise the environment to allow the increased use of manufactured

housing. Ultimately, this will help answer the nation's growing
housing needs in a way that site-built housing alone cannot answer.
Manufactured housing--affordable, decent, safe housing--must be a part
of any cierall solution to the nation's housina shortage.

First a brief look at the history of the federal government's
interaction with the manufactured housing industry and the role of
manufactured housing in the general housing industry. Then we will
turn to the ways in which legislative initiatives in the Congress can
further the more general use of manufactured housing.

In the overall housing market, manufactured has are
dwellings built in °appliance with a federal regulatory system and are
fabricated in an off-site manufacturing facility for installation at
the building site. Presently, manufactured homes are almost

exclusively single-family dwellings. Residents may own or rent any

combination of home and real property (i.e. owns home and property;
owns home, rents property; or, rents both home and property). The

relatively inexpensive price and the value received from manufactured
housing makes manufactured homes very attractive for people of low- and

moderate- incomes.

Although manufactured homes were originally referral to as
"mobile hones" the vast majority are never moved except from factory to

hate site. This reality was recognized in Public Law 96-399, where
federal laws and regulations were amended to substitute "manufactured

home for "mobile hate." Historically, manufactured homes have

generally been restricted by local zoning laws to specific industrially
and commercially zoned areas that are environmentally and aesthetically
less attractive than traditional residential zones. However, in recent

years this trend is changing in many, but not all localities. Many
local governments are changing restrictive land use policies to treat
manufactured housing like all other forms of single-family housing.
Currently, 16 states have adopted laws that prohibit zoning
discrimination against many forms of manufactured housing.

Today, manufactured homes are regulated at the federal level.
Although for many years, the states were the principal regulators,
making it nearly impossible for manufacturers to fabricate dwellings
that complied with hundreds of separate state and local statutes and

regulations. Furthermore, many states were not enforcing standards for
manufactured hates, and there were legitimate concerns about health and

safety. So, in 1976 the National Manufactured Ham Construction and
Safety Standards ("NKHCSS" or "the HUD Code") went into effect
providing a preemptive, performance oriented, nation -wide set of

standards and regulatory scheme for manufactured housing. The HUD Code

ensures that manufacturers meet uniform standards. This both protects
consumers and enables manufacturers to build to one standard, not a

patchwork of codes. The HUD code is a performance code rather than the
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prescriptive building codes of site built homes. It is uniquely
designed for compatibility with the factory oroduction process and it
sets stringent performance standards for all aspects of design and
construction. To ensure quality, home design and construction are
monitored by both HUD and the National Conference of States on Building
Codes and Standards. The HUD code allows greater economies and
moderates the overall costs of manufactured homes. Furthermore, a
preemptive building code fosters the application of new building
technologies, a critical factor for a healthy and adaptive housing
industry.

Approximately 12 million ps.,ple live in over S million
manufactured homes, according to U.S. Bureau Census statistics and an
analysis of the Full Time Occupied Life of Manufactured Homes completed
by MHI in 1986.

A 1984 nationwide survey of nearly 10,000 manufactured home
residents by Foremost Insurance Company showed that more than 70
percent of new manufactured home buyers are under 40 years of age with
an average age of 36.6 years. Their median family income is $19,800.
The cost per square foot of a manufactured have is almost half the
square footage cost of a site built home. In 1986 the average square
footage cost of a site built home was $49.05, whereas the cost of a
manufactured home was only $20.18 per square foot.

CANDIDATE ISSUES FOR A NEW HOUSING POLICY

While the following comments are specific suggestions for
changes within the current framework of federal housing programs and
tax policy, MHI and NKHF find a fundamental flaw in the existing
framework. The organizational structure of the Department of Housing
and Urban Development (HUD) has resulted in a fragmented and unfc.msed
approach to housing. The result has been that not enough attention and
resources ? been effectively focused on providing quality, safe,
durable sh,,Itvr in a cost effective manner. This is particularly
evident in HUD's administration of the manufactured housing program.

As we have mentioned, manufactured housing is the most
affordable form of housing being produced today. HUD plays a primary
role in our industry, and yet its focus on manufactured housing has
been towards punitive actions which work to discourage the growth and
development of the industry. This is partly due to an organizational
structure that is driven by the single family insurance program needs,
rather than efforts to target assistance towards low income housing.
Consideration should be given to reorganizing HUD by establishing a
specific entity within the Department that would be responsible for the
implementation of all low income housinsipcdTENS and procraLs.

The HUD Code did not deal with all the problems facing the
consumers or manufacturer:: of manufactured housing. For example, there
is virtually no method or provision for the use of manufactured housing
in multifamily construction the fire, insulation, structural strength
and chassis requirements make this impossible. Likewise, neither
individual consumers nor owners of large manufactured housing

-3-

78-541 0 - 87 - 12

00
:#,5 1.



338

facilities can qualify to participate in various federal financial
programs or for the same kind of beneficial treatment under the
Internal Revenue Code, as the site-built industry. Moreover, there is
no federal requirement mandating nondiscriminatory treatment of
manufactured has by states and municipalities in their land -use
policies. MHI and NKHF believe that many of these issues can be
addressed most effectively at the federal level and by doing so:
Congress will put safe, affordable and decent housing within the reach
of a Zar greater number of Americans.

Manufactured Housing Construction, and Safety Standards Program

One of the six principal initiative areas that needs to be
addressed by a new housing policy is the preservation and improvement
of the National Manufactured Home Construction and Safety Standards
Program.

The Department of HUD has taken a number of actions, and
proposes others, that seriously threaten this premptive building code
system. The department has proposed to deregulate minim= energy
requirements for manufactured homes, thus subjecting manufactured hate
builders to a variety of building codes that literally would gut the
advantages of a preemptive building code system that allows simplified
shipment in interstate oommerce. Congress should enact legislation to
require the secretary of HUD to adopt preemptive uniform enenlE
(=serve-Ea standards for manufactured hones and oppose Lksy further
efforts to re al the National Manufactured HOITErnq Construction and
Safety S (NHCSS Act.

In addition, the industry urges federal government retention
of its responsibility for developing standards for manufactured
housing. HUD recently delegated the federal role ca7WW(Troi755and
maintaining standards to the Council of American Building Officials
(CABO). Not only is CABO ignorant of uanufactured housing techniques
and technologies, but CABO is an organization controlled by local code
officials and our competitors (the site-assembled have builders). This
abdication of authority leaves the "fox guarding the chicken coop.
The Ccauerce Department saw this conflict, urged HUD to avoid it and
was ignored. This move is imprudent and improperly delegates HUD's
regulatory authority in this area. HUD should be directed by Congress
to fulfill its statutorily mandated responsibilities and neither
delegate than out nor contract them away.

Congress should investigate ways of refining the current
enforcement system and focus efforts on health and safety rather than
every single aspect of production. This latter responsibility
rightfully belongs with the manufacturers and their quality control
systems and market =petition.

In addition Congress should consider amending the NMHCSS Act
to all the use of more innovative design and oonstrcn techniques
15 the construction of manufactured hates. Specifically should
clarify the definition of "permanent chassis" under the act.
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Because the act is unclear, in 1986 HUD reversed a
ten-year-old policy and now insists that the two I-beams and
cnossmembers that serve as a transportation platform during delivery of
the home from the factory to the home site must remain attached to all
manufactured homes whether or not they are needed for structural
support on site.

once the manufactured home reaches the home site, this
delivery system very often serves no structural purposes whatsoever. In

fact, it is a detriment to permanent placement of many manufactured
homes because it impedes installation over basements, adds unnecessary
cost and discourages floor design evolution and multilevel development.
Further, in some cases the removable platform could be reused in order
to reduce costs to the hcmebuyer. Requiring its permanent attachment
constitutes a dreadful waste of financial and natural resources.

A revision in the statutory definition of a manufactured home
to specify that the metal delive system need not remain with the hare
unless structuraiTntTty on site regu and a revii& of the
HUD Code :o provide for coverage of multifamily manufactured housing
contraction standards 'mould cure Mese difficulties and benefit both
consumers and industry. Likewise, a broader definition of dwellings
covered byr the HUD Code especially with revising the chassis
definition--would allow other factory built housing players into this
building arena.

Presently, for instance, manufacturers of factory assembled
modular housing must build to a patchwork of state and local codes. By
eliminating the "chassis" requirement or instituting a broad definition
of chassis in the HUD Code, another form of inexpensive, factory-built
housing would beccne available to the public. It would also likely
briny additional manufacturers into the market place, thus increasing
competition to the benefit of consumers.

This would also negate the need for language currently in H.
R. 4. to provide a study of the feasibility of a separate code for
modular housing.

Consistent with the concept of federal preemption of certain
aspects of the housing industry regulation, the industry supports
legislation that would apply the HUD Code to site-built housing in
jurisdictions where no site halt code exists7TEETE;gislation would
provide needed safety and habitability standards where none presently
are in place and does so by use of a system of standards whose
performance has been proven over the last 11 years. If a local
jurisdiction wanted other than HUD-Code provisions, it would need only
enact a local code. 'Thus, this legislation would spur, localities to
take responsibility for their own building codes and in the meantime
protect consumer safety and econoudc welfare.

In order to ensure a more streamlined regulatory system for
the development and adoption of a national preemptive building code and
enforcement system, Congress should consider revisions to the
Administrative Procedures Act to provide for negotiated rulemaking of
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HUD s-andards. This plan was endorsed by the President's Commission on
HousThThtlits 1982 report. Briefly, the proposal woulo allow the
agencies and industry jointly to identify and address the issues,
putting before the agency ore pertinent information needed to develop
practical and cost effective regulations. This process would allow the
parties to focus their efforts on the real issues, bringing relevent,
not extraneous, data to the regulatory process. Negotiated rulemaking
also would compel the early involvement of managers and technicians in
the process, increasing the likelihood that pragmatic, workable rules
would result. Hand in hand with negotiated rulemaking rust go a
legislative strengthening of the Freedom of Information Act to protect
from disclosure sensitive business information provided to the agencies
in the process. ThJ effect of these revisions would be to diLanish the
adversarial climate :thich presently exists between agencies and the
people and businesses affected by their rules. The diminution of
conflict would produce substantial savings to government and industry.

Housing and Community Development Programs

Federal housing assistance is available to communities in a
multitude of forms, ranging from direc, grants, to mortgage insurance
to tax incentives. In each case, a whole host of preconditions mint be
net by a cumvnity in order to be eligible to receive the funds.
However, many communities discriminate against various foams of
affordable housing, especially manufactured housing, by either
restrictive zoning and covenants which relegate all manufactured homes
to undesirable industrial sites or prohibit their use altogether.
There also might be discriminatory tax treatment or provision of
municipal services. For example, many communities eliminate the
options for reasonably priced housing by virtue of zoning ordinances
which limit single family banes to minimum acreage requirements (of 5
acres). Land costs therefore become prohibitive for moderately priced
homes. Wien these actions are examined, they are seen for what they
are: discrimination. Not only discrLnination against the manufactured
housing producers and their jobbers, but, by extension, their
consumers-- low- and moderate- income Americans. To attempt to
segregate them or eliminate them from a community by making affordable
manufactured blousing unavailable is reprehensible. To permit this de
facto discrimination is unacceptable in our society.

MHI and NMHF urge Congress to tackle this problem with a
two-pronged approach. First, Congress should provide communities with
strong incentives to develop affordable housing. For example, a
community might have increased access to mortgage insurance programs,
block grant funds or favorable tax treatment, in exchange for an
ajgressive affordable housing development program. Congress should
include in the statutory criteria for evaluating a community's
eligibility for such programs an evaluation c' the oamminity's use of
affordable housing. In short, equitable treatment would allow program
participation. Of course, the second prong is that in the event a
community discriminates against affordable housing, its eli TrETrity to
participate in these federal hougETassistance programs would
disappear.
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Similarly, federal assistance through HUD is presently

available to rehabilitate rental housing. These HUD funds not only

assist in the rehabilitation of the units themselves, but help provide
assistance for the displaced tenants which is attendant to the
rehabilitation process. Many old rental mobile home parks an in
desperate need of rehabilitation. However, because of the definitional
language of the statute, these funds cannot be used to rehabilitate
them. MHI supports legislative initiatives that would enable mobile
he parka to participate in the HUD rontal rgabilitation program.

Flood Insurance Programs

The industry in greatly concerned about the potential
displacement of over 300,000 low and moderate income families currently

residing in existing manurrictured home communities. Flood insurance
regulation changes promulgated by the Federal Emergency Management
Agency in 1986, will in effect close thousands of existing manufactured

he communities.

With passage of the Supplemental Appropriations Act of 1987,
Congress has effectively barred FEMA from enforcing these regulations
until September 30, 1988. Mile the industry is appreciative of
Congress' expedient action, we continue to have deep concerns about the
ultimate resolution of this issue.

We support FEMA's goal to encourage effective flood plan
management, however, the goals must be counter-balanced with concerns
for displacing low and moderate income families currently residing in
manufactured homes in flood plains. Congress should indefinitely delay
implementation of the new F1 4A regulations and provide funding for
additional research on the related issues. Research funding should
authorize demonstration projects where various alternatives could be
developed and tested.

Public aina Programs

Hand in hand with rehabilitation programs for low- and
otidexate- income manufactured housing are public housing programs. The

most economic e'pediture of scarce public housing funds would be to

purchase manufactured housing. Funds from these programs cannot

presently be used to purchase manufactured housing. To remedy this

problem and ease the strain on our public housing programs, MHI and
NAHF urge that statutory changes be made so that public Ming program
funds czn be used to purchase manufactured housing and develop projects
involving manufactured housing.

The Congress should seriously look for ways to encourage
public housing developments such as vantage Glen in King Count
Washington. With diminishing federal subsidies for public housing, the
King County Public Housing Authority has the answer for providing
low-income housing in a pleasant, accessible and safe environment. The

project for senior citizens, uses manufactured housing in their
traditionally sited manner, where the have is owned and the site is

rented from the housing aathority.
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The King County Housing Authority made use of several
resources in developing the 168-unit manufactured has s carmunity.
First, it financed the purchase of the site with a camunity
development block grant, which averaged $3,500 per unit. Park
construction and development, which ran to nearly $10,000 a unit, was
financed with tax exempt bond anticipation notes. The housing
authority worked out an arrangement with a local bank to provide
attractive financing of the homes. Residents pay from between $100 to
$300 per month less than the cost of a traditional high-rise project
while enjoying the attractiveness and spaciousness of a single-family
bane carmunity. In King County, public subsidizes were reduced by at
least 50 percent over the cost of a nationally subsidized high rise
construction project.

While not appropriate for all areas where public housing is
needed, the Vantage Glen project can be duplicated by the public sector
or private nonprofits, and costs of public subsidies can be
substantially reduced.

Public housing would also be well served by revision of the
permanent chassis definition in the federal statute (see above! because
it wield greatly facilitate multiunit housing projects rather than only
single-family dwellings. The creation of multiunit, multilevel public
housing projects fran manufactured homes would produce tremendous
savings because real estate costs would be kept to a minima. By
redefining the HUD node, to include both single- and multifamily
construction, manufactured homes tould be assembled into multiunit,
multilevel housing projects. The savings in real estate costs alone
would help spread public housing dollars to a larger number of
projects.

Housing Finance and Tax Issues

The key to the future in any modern industry is research aid
development. Without R&D, there is no opportunity for improvement of
product or manufacturing techniques or fur reducing costs. Money
invested in 114D is money spent in the public interest. MHI supports,
therefore, amendments to the Internal Revenue Code and mx related
federal income tax regulations to rovide for a deduction or credit for
funds expendedbluenufacturers or sery ce proviaairiTthar R&D
act vities.

Within the field of finance is the issue of the Mortgage
Credit Certificates (MCC's) created by the Tax Reform Act of 1984. The
MCCS are issued to home purchasers by a state or local housing fiance
agency as an alternative to issuing tax exempt mortgage revenue bonds.
The purchaser then uses the MCCS to produce a dollar-for-dollar tax
reduction in an amount equal to the amount of the credit. This program
makes home buying a real possibility for many low- anu moderate- income
purc!ssers.

There is a sunset provision to the MCCS progtdm of December
31, 1988. MHI and tI1HF urge the Congress either to lift or extend this
sunset date to continue this valuable program.

-8-
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One of the most troubling problems facing manufactured
housing is its continued treatment as personal property. Unlike
site-built housing, manufactured housing is often thought of as an item
of personal property stuck on real property. Often times, two
different entities own the personal and the real properties. Because
of this peculiarity of the method by which manufactured homes and their
sites are owned, they do not fit into the formula established by
Treasury Department regulations defining homes that are eligible for
mortgage revenue bond financing.

In short, a state or local governmental authority cannot
issue mortgage revenue bonds, whose income receives preferential tax
treatment, on manufactured homes unless they are owned with the real
estate on which they are sited and are treated as a real estate entity.
Therefore, MHI and NMHF support legislative action to revise the
Internal Revenue Code and instruct the Treasury Department to amend its
regulations so that manufactured homes not owned in conjunction with
the real estate on which they are sited will still be eligible for
mortgage revenue bond financing.

Continuing in the area of tax reform, in the Tax Reform Act
of 1986, the recovery period for residential rental property was
increased to 27-1/2 years and accelerated depreciation was replaced
with straight-line depreciation. In order to qualify the land,
improvements and residence must be owned by the same entity, here the
developer. MHI and NMHF support a lifting of this ownership
requirement because in a manufactured home rental community the land,
improvements and residence are seldom owned by the same entity.
Presently, many manufactured home communities are not classified as
residential property (which would allow them a 27-1/2-year
straight-line depreciation schedule). Rather, they are classified as
nonresidential property compelling a 31-1/2 year straight-line

depreciation schedule. In this connection, the industry supports a
redefinition of residential rental property to include all manufactured
home communities not merely those in which the manufactured home is
permanently affixed to the real estate and both home and land are
financied as rem: 1state and owned athe landlord. This simply is a
logical and straignt-forward amendment which recognizes the reality
that these communities are residential properties occupied prusuant to
a lease. This reclassification would also allow developers of
manufactured housing-based residential rent.11 projects to avail
themselves of the incentives under the 190b 6.:t providing for
low-incarz housing credits. These credits on new construction or
rehabilitation of low-income rental housing would go a long way when
applied to less expensive manufactured housing than to more expensive
site-built housing.

The redefinition of manufactured home rental communities as
residential rental property would, obviously, apply to low - income

residential rental property. But, the elimination of the accelerated
depreciation system in the 1986 act has severely hampered the
development or redevelopment of manufactured have rental communities
for low-income residents. MHI and NMHF urge the specific limited
reinstatement of accelerated depreciation over a ten-year period for

-9-
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manufactured home communities for low-income residents. Manufactured
housing communities can provide one of the least-expensive means of
providing low-income housing, and the quicker this housing is
available, the better for the public at large. These tax reform items
can provide sufficient inducement for the manufactured housing industry
and developers to systematically respond to the acute shortage of
low - income housing.

Finally, within the area of finance are the r-tters relating
to Federal National Mortgage Association (FNMA) and Feoeral Home Loan
Mortgage Corporation (FHLMC) authority to purchase and sell personal
property loans used to finance the purchase of manufactured housing.
The agencies could do this just as they purchase and sell mortgages for
site-built housing. However, for reasons best known to themselves,
neither agency chooses to exercise this authority. Therefore, the
industry supports a Congressional direction to these agencier either in
the form of a joint resolution or other appropriate vehici to begin to
use their authority to purchase personal property loans by a date
certain in the near future.

We feel that the absence of conventional secondarl market
programs as mentioned above, is at least a part of the reason that a
loan to purchase a manufactured have typically carries an interest rate
that is 2-3 percent higher than interest rates on real estate
mortgages. Having programs operated by FNMA and FHLMC for manufactured
housing personal property loans could help close that gap in interest
rates and help housing affordability greatly.

Housing Insurance Issues

Within the field of insurance, there are several issues of
importance to the manufactured housing industry.

First, the present system of Veterans Administration (VA)
loans and loans under Federal Homing Administration's (FHA) Title I of
the National Housing Act should be preserved. Likewise, the present
system of VA and FHA insurance of personal property loans on the
purchase of manufactured homes should be preserved. The present system
of the FHA insuring manufactured housing loans only as a portfolio must
be broadened to encourage the insuring on a loan-by-loan basis.
Re'-.ted to the portfolio loan policy is the FHA's practice under the
National Housing Act to issue loan insurance that covers only
10-percent of the portfolio, less the amount of any claims made. This
coverage is automatically reduced 10 percent each year, even if there
are no claims. rui and the NMHF support an elimination of the lU
percent coverage limit by amending the National Housing Act. And MHI
and NMHF urge Congress to prohibit HUD's autsma-c annual reduction in
insurance coverage.

Second, the availability of mortgage insurance for
condcadnium-style manufactured have developments needs to be expanded
if more low- and moderate- inane condominium manufactured home
developments are to be built. Presently, section 234 of the National
Housing Act limits mortgage insurance available to new or rehabititable

-10-
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oondcminium developments to those that are multiunit, multifamily
developments. This reflects the nature of condominium development in
the early 1960's when the National Housing Act became law. At that

time, most, if not all, condominiums were multistory, multiunit
buildings, often converted apartment houses, although new construction
was beginning to be done. Through that historical quirk, the National
Housing Act's language is keyed to those sorts of condominiums. Since

that time, condominium -style ownership has been applied to all sorts of
dwellings including detached homes or townhouses where there is a fee
ownership of both the lot and the home, and common ownership of other

areas. Condominium ownership plans have also been applied to
manufactured home communities in which the homes and lots are sold as a
package, and to communities 'n which the home sites are organized under
a condominium regime and the resident purchases and locates a
manufactured home as a seperate function. Unfortunately, the

provisions of section 234 have not kept pace with developments in the

housing industry.

Moreover, the office of the general counsel at HUD issued a
legal opinion in 1979 explicitly concluding that the agency had no
legal authority to insure developments of manufactured housing pursuant
to section 234. Therefore, the industry supports legislation that
would specifically include manufactured housing developments owned
under a condominium regime as eligible condominiums for the jxE of

having their mortgages insured under section 234. As an alternative,

MHI uid NMHF suggest legislation that would permit mortgage insurance
under section 234 for condominium developments other than multiunit
hi - rise -type structures.

In addition, MHI and NMHF support revisions to section 207 of
the National Housing Act that would revitalize and update that
insurance program to make it suitable for current development or
rehabilitation of manufactured have rental communities. For example,

communities financed through the section 207 program cannot restrict
their rental of a home site to residents who have purchased or rented a
manufactured home from a specific dealer or manufacturer. This

restriction is ultimately more costly to both residents and the
government because it discourages both joint venturing by retailers or
manufacturers and discourages developers selling shares in a
cooperative community (one in which the home3 and land are developed

together and owned by the community;. Similarly, in cooperative

communities purchasers of manufactured hares with Title I mortgage
immirance must separately finance purchase of their share in the
cooperative, even though the cooperative is financed through the

section 207 program. MHI and NMHF support bringing consistency to

these cases and the others like them in an effort to revitalize the
section 207 program.

Rural Housing

he believe that manufactured housing can make one of its

greatest contributions by providing affordable housing to rural

citizens. The Farmers Home Administration (FmHA) implemented a Section
502 manufactured housing program on November 18, 1986. It is too early
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to predict the programs ultimate success, however, we believe the
program should be revised to reduce cumbersome and unneccessary
requirements.

EmHA has the Congressional authority to implement a program
under Section 515 (Rental Rural Housing) but has not done so. We
believe that a Section 515 program for manufactured housing would be
tremendously successful because the program procedures would be more
broadly accepted by retailers and developers in the manufactured
housing industry.

In conclusion, the Manufactued Housing Institute and the
National Manufactured Housing Federation support the efforts of the
Congress to examine and develop an effective national housing policy.
With the ever - expanding need for housing in the nation and ever-rising

costs, scarce dollars must be carefully spent by both the public and
government to ensure our citizens safe, decent and affordable housing.
Througn thoughtful reform, of the statutory framework applied to
manufactured housing and through a consistent and uniform application
of the law, this goal can be achieved.

Thank you very much for inviting the Manufactured Housing
Institute to participate in these hearings.
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I. Housing as a National Priority

A. THE ISSUE

Where will we live we Americans in the decade ahead and in the next century?
Our parents, our children, and our children's children all face rising housing costs and
many face diminished housing choices. Housing remains one of the basic human
needs, yet until recently it had fallen off the national agenda.

Whether aspiring to be homeowners or renters, whether in vibrant urban
growth areas or in older towns or in the rural countryside, for the first time in our his-
tory young people entering the housing market typically cannot achieve housing equal
to what their parents could afford.

Homeownership costs have outstripped the growth of typical household in-
comes. Rents are absorbing ever-higher shares of poor families' incomes. This is
happening at the same time that Federal domestic policy attention has shifted to other
priorities. Housing as a Mal national issue has been crowded out by the problems of
energy, agriculture, manufacturing, health costs, and general welfare.

For nearly a decade, the az.ieral commitment to housing has been on the
decline. The housing budget has been slashed by two-thirds, more than any other sec-
tor of the national budget. The major Federal housing assistance programs of the
1960s and 1970s either have been eliminated or are being phased out. 'ublic housing
is undermaintained and is wasting away. The stock of federally assisted units faces a
long-term decline as existing subsidy contracts expire.

As an industry, a group of people, involved full time in financing housing as
well as places of work, shopping, and recreation, we at the Mortgage Bankers Associa-
tion of America welcome the opportunity to share our research and views on what na-
tional housing policy should be. As we look toward the coming session of Congress,
to the next national electrons, and to the balance of this decade, we see that this is the
time to weave housing back into the fabric of national policy. The way we house our-
selves is too important a part of what we are how we view ourselves as a people to
be neglected any longer.

This report is an expression by the Mortgage Bankers Association of
America of where we are and where we believe we should be heading in national
housing policy. We have chosen to focus not just on the elements of finance with
which we are most familiar, but on a full range of issues that we believe we are com-
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potent to address. The fabric.of housing issues is an intricate tapestry that can only be
comprehended when looked at as a whole.

B. FROM VISION TO REALITY THE FRAMEWORK OF THIS REPORT

Senators Cranston and D'Ameo

you ask us to propose "building blocks" for a major new housing bill,

We will try to do more. Before the building blocks should come a design.
And before that, a vision in the mind of an architect or of many architects. Housing
policy needs to start with a vision of what it is we want to accomplish, and for whom.

That vision needs to have foundations in reality. A starting point of this
report is to depict a cie.ar sense of what our shelter conditions and their shortcomings
are. This report looks in detail at the qualitative and quantitative dimensions of hous-
ing needs.

This assessment of housing needs in tint is set in a larger landscape of
demographic and economic form. Fundamental to a successful housing policy is ,

realistic understanding of the directions imposed by emerging demographic,
geographic, and other trends. Public policy works best when it uses or reinforces the
underlying wishes and powerful natural trends at work among people throughout the
economy. We examine demographic, geographic, and other such forces in separate
chapters of this report.

Part of the environment within which housing policy will be shaped are the
constraints imposed by limited resources and by competing priorities. Housing is a
major user of lat3r, building materials, and land. We face serious choices in both our
private and our public activities between building new housing andnew corm. unities
or preserving the structures and neighborhoods already in place.

Housing is also the single largest user of credit in the nation's financialnet-
work. Dependence on long term mortgage financing makes housing especially vul-
nerable to ..ycles and volatility in interest rates and to the effects of Federal monetary
and fiscal policies. These realities, too, are examined in this report.

Once the economic and demographic landscape is in focus, and the dimen-
sions of housing needs are in view, we get on with the busk ess of articulating the
building blocks of housing policy. Each of these building blocks rests on one of three
concepts, which are central to the whole structure of this report.

'1-2
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1. First, homeownership, while not for everyone, is a cornerstone of the
American way of life. It provides opportunity for independence, self-expression, and
a sense of fulfillment. Homeownership gets people involved in their communities,
and with their government. It builds good citizens. Homeownership, therefore,
should be a goal of Federal housing policy. It can and should be pursued primarily
through the updating and refinement of the mortgage insurance and secondary
market programs already in place and working.

2. Second, government has an obligation to help people who cannot help
themselves. This should be done primarily through rental housing assistance
programs. To be cost-effective, and to preserve existing communities and the exist-
ing housing stock, where market conditions allow, it should rely first on rental assis-
tance in occupying existing housing. In the many markets where this is not feasible, a
program is proposed for new construction and substantial rehabilitation that com-
bines the best features of past and L.-resent programs. State and local governments
should have a major role in deciding on suitable delivery systems and management of
the housing assistance process.

3. Third, private markets should be allowed to function competitively, and ef-
ficiently, so as to keep housing and mortgage credit costs to a minimum. Also,
numerous opportunities exist for streamlining and reducing the costs related to
buying a home. Recommendations are made for removing unnecessary obstacles to
the free flow of credit and other resources, and for reducing costs.

Housing policy also needs commitment and follow-through from ptople
who cal c. New laws must be transformed into regulations and procedures, and into
organizational structures and managements to carry them out. We need people to run
those organizations who are committed to their programs. We need leadership with
the energy to initiate and sustain action, or, to put it another way, to translate inten-
tions into reality and sustain it.

This report presents MBA's view of the vision, foundatiocs, and the "build-
ing blocks" for a new national housing policy. To respond to your request, zgch major
section of the report includes specific suggestions for public policy action. These
recommendations are summarized in the concluding chapter of the report.

1-3



352

H. The Economic Framework For Housing Policy

A. OVERVIEW

The development of a new framework for national housing policy begins with a
broad overview of housing and the national economy. Improvement in the quantity
and quality of housing for American families must continue to be a major objective of
economic as well as social policy. Methods to achieve that objective have to recog-
nize other important national goals, limitations on available resources, and progress
made in the past to provide more satisfactory living quarters for U.S. residents.

The period since the end of World War II has been one of substantial
progress in increasing the quantity, and improving the quality, of housing for the
average American family. The stock of housing has grown faster than real gross na-
tional product (GNP), with the result that the quantity of housing services enjoyed by
American families has risen as a share of real output (Exhibit 11-1). In constant dol-
lar terms, personal consumption of housing services was just over 6 percent of GNP
in 1946; by the middle years of the 1970s, the figure had risen to around 9.5 to 10 per-
cent, and has generally stayed in that range during the past decade.

Aggregate measures of housing quality are not readily available. One rough
aggregate indicator comes from statistics published by the US, Department of Com-
merce on prices of new homes of the kind scld during a particular year. These statis-
tics indicate that improvements in the amenities provided in newly constructed homes
account for over one-third of the increase in new home prices from 1963 to 1983.

The largest part of the postwar increase in personal consumption of hous-
ing services relative to GNP, shown in Exhibit II-1, reflects the services of owner-
occupied homes. Until relatively Lecentli, families increasingly realized the dream of
owning their own home. The homeownership rate (the percentage of households
owning their ^tun home) grew steadily over the first three decades of the post-World
War II period, to 65.6 percent in 1980 (Exhibit 11-2). A strong economy, relatively low
mortgage interest rates, and a solid Federal government commitment to improve the
quantity and quality of housing were all contributing factors to this increase.

More recently, cracks have begun to appear in this wall of housing progress.
1...r example, the share of housing services in GNP has declined in recent years, even
though the share attributable to tenant nonfarm space rent was gradually increasing,
as indicated in Exhibit 11-3. The decline stemmed in part from a reduction in the
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Exhitxt 0.3

Personal Consumption of
Housing Services
Percent of GNP

Constant Dollars

Total

Owner- Tenant-
Occupied Occupied
Nonfarm Nonfarm

Space Space All
Rent Rent Other

1980 9.81 6.65 2.31 .85
1981 9.82 6.66 2.36 .80
1982 10.14 6.89 2.46 .79
1983 9.92 6.72 2.43 .77
1984 9.51 6.46 2.34 .71
1985 9.45 6.39 2.38 .68
1986 9,43 6.35 2.41 .67

Source: U.S. Department of Commerce. Bureau of the Cereus.
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number of farm families and the abandonment of a substantial number of farm homes.
However, it a..,o stemmed from a reduction in the share of GNP attributable, to
owner-occupied nonfarm space rent This may be a reflection of the decline in the
homeownership rate from 65.6 percent in 1980 to 63.8 percent in 1986.

The decline in homeownership since 1980 has been concentrated among
younger households (ExhibitI1-4). Among households headed by persons 50 years or
older, the rate of homeownership has been essentially unchanged over the past six
years. In contrast, among households headed by persons less than 35 years of age,
homeownership rates have declined quite dramatically. The available evidence indi-
cates that reduced housing affordability is mainly responsible for this decline in
homeownership.

B. HOUSING AFFORDABILITY

1. Rental Housing Costs

Measuring the affordability of housing is relatively straightforward for
rental housing, because it involves mainly a comparison of the costs of rent and
utilities with median family income.

Exhibit 11-5 shows percentage changes in residential rent, utilities, and
median family income for selected periods since 1970. During the 1970s, average an-
nual growth of median family income exceeded by a substantial margin the increase
in residential rent, but fell well short of the increase in the cost of utilities which
were driven up by dramatically higher world oil prices. Since 1980, the rise in median
family income has slightly exceeded the rise in utility costs, but has fallen short of the
increase in residential rents. Over the entire 16-year period, however, residential
rents rose less than median family income and less than the rise in overall consumer
prices.

For families headed by persons 35 years and over, average yearly increases
in median family income from 1970 to 1986 were well-above the average increase in
rent, but generally below the increase in utility costs. For younger families, the figures
are much grimmer. For those headed by persons in the 15-25 age group, the average
yearly increase in median family income from 1970 to 1986 fell below the rise in rents
and far below the increase in utility costs. The income shortfall was particularly acute
for younger families from 1980 to 1986.

To a large degree, rental housing problems can be traced to problems Df in-
adequate income. Rents have continued to rise as a percentage of real GNP, and in
recent years apartment building construction has been so substantial relative to

11-5
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demand for rental space that the vacancy rate has risen considerably. Moreover,
residential rents since 1970 have risen less than overall consumer prices, and less than
median family income. such aggregate facts are, of course, small comfort to families
and nonrelated individuals whose income levels at.; so low that they cannot afford
decent rental housing. But they are facts that should be kept in mind in addressing
national rental housing affordability problems.

2. Costs of Homeownership

The costs of owning a home, as opprsed to renting, may be measured in al-
ternative waysbefore or after taxes, focusing just on the monthly payment of prin-
cipal and interest (P&I) or including other homeowner costs, measuring cash costs
only or including other opportunity costs as well. None of the available indexes of
ownership affordability deals with the various elements of homeowners' costs in a
fully satisfactory way. But they all indicate that homeownership is less affordable now
than in most_postwar years prior to 1977.

The most well-known index of housing affordability is published by the Na-
tional Association of Realtors (NAR). This index focuses on the principal cash costs
faced by a homebuyer the monthly payment of interest and principal. Other cash
costs such as property taxes, utilities, insurance, and main nance and repairs are not
explicitly included. Moreover, the interest cost is treated un a pre-tax basis. While
these simplifying ass. umptions are a limitatioi , it is widely recognized that variations
in mortgage interest rates and home prices are the principal sources of change in the
cash costs of homeownership.

In the NAR index, monthly payments of interest and principal are estimated
based on prevailing mortgage interest rates, the median price of existing single-family
homes sold, and an assumed 20 percent downpayment. The amount of income neces-
sary to qualify for such a loan is calculated based on underwriting guidelines estab-
lished by the Federal National Mortgage Association (Fannie Mae) and the Federal
Home Loan Mortgage Corporation (Freddie Mac). The magnitude of incomc
needed to qualify for a loan relative to median family income determines the affor-
dability of a home.

The NAR index, shown in Exhibit 11-6, indicates that homeownership af-
fordability in the first half of 1987 regained levels not seen in almost a decade. The
NAR index also indicates that, from a cash costs standpoint, homeownership is con-
siderably less affordable today than it was during the early years of the 1970s.

Exhibit II-7 seeks to identify tame of the underlying reasons for the
deterioration in the affordability of owning a home in the 1970s, and the more recent

11-8
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Exhibit 11.7

Percent Change,
Annual Rate

1970.81 1981.86

Median Family Income 7.7 5.0
Monthly Payment of Interest and Principal 15.4 3.2

Home Price 10.1 3.9
Mortgage Rate 5.5 7.5

Consumer Prices 8.0 3.8
Average Gross Hourly Earnings' 7.4 3.8
Average Gross Weekly Earnings' 7.1 3.6

'Private Nonfarm Economy

Source. US. Department of Commerce. Bureau of the Census. and U S Department of labor. Bureau
of Labor Statutes.
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improvement, reflected in the NAR index. Shown there are annual rates of change in
median family income and the monthly P&I payment from 1970 to 1981, and from
1981 to 1986, along with annual rates of change in consumer prices and wages ot er
the same two periods.

The message in these statistics is rather simple. The 1970s were years of
high inflation. Real incomes showed little increase, because productivity growth was
low and rising prices of foreign oil were draining income from the U.S. Inflation led
to a dramatic increase in mortgage interest rates, and home prices rose sharply as well.
The cash costs of housing increased much faster than family income. Since 1981, in-
flation has come down, mortgage interest rates have fallen, and home prices have
risen more slowly. The cash costs of housing have actually declined, while median
family income has advanced at a pace somewhat above the rate of inflation. Changes
in the rate of inflation are clearly the principal source of changes in the cash costs of
homea, ership and in this measure of affordability.

Exhibit 11-8 shows estimates by the MIT/Harvard Joint Center for Housing
Studies of the relation between cash costs and total costs of homeownership, each
shown as a percentage of median hopsehold income. During the 1970s, rates of home
price appreciation were high compared with the level of mortgage interest rates.
During those years, the total costs of homeownership were low relative to cash costs.
More receLtly, rates of home price appreciation have been low relative to the level of
mortgage interest rates, so that the total costs of homeownership have risen sharply
relative to the cash costs. In 1986, total costs of homeownership as a percent of
median income were much higher, relative to the years of the 1970s, than was the case
for cash costs.

This difference between cash costs and total costs of homeownershipcor-
responds roughly to the difference between nornine. (actual) and real (after adjust-
ment for inflation) mortgage interest rates (Exhibit 11-9). From 1970 through 1978,
incre acing nominal mortgage interest rates were accompanied by an even faster rise
of home prices. Consequently, real mortgage interest rates decliner; and were nega-
tive from the mica 1970s until 1981. Real mortgage interest rates rose to dramatic
heights during the first Lalf of the 1980s before turning down. Today's level of real
mortgage interest rates is still very high by historical standards.

The two measures of homeownership costs ale both important because they
have relevance for potential iicaiebuyers in different financial situations. To au in-
dividual whose annual income is barely enough to meet the qualifying income ofa
typical mortgage lender, the cash costs of homeownership are likely to be more criti-
cal. An increase in the cash costs may prohibit such an individual from ouying a house,
even though future appreciation in the value of that house might make it an attractive
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Exhtbd 118

Housing Costs as a
Percentage of
Median Household Income
Recent Purchasers

Total Costs'
Aftetax

Cash Costs"

1970 11.6 21.9
1971 15.4 22.9
1972 7.0 23.5
1973 11.0 26.6
1974 11.0 28.5
1975 13.0 29.9
1976 9.2 30.7
1977 8.1 31.4
1978 7.1 34.8
1979 10.6 35.7

1980 24.0 36.9
1981 35.5 35.7
1982 41.6 37.4

1983 32.2 31.8
1984 33.7 32.0
1985 30.2 31.6
1936 27.8 30.4

-.row oras equal after fax cash plts, the 01)p Aumtv cod of the lunneownt-, equity minus the
expected mutual appreuaut of the home

'After tax cash (snit equal the aun of after tax tnortgatte Pdritc01%..lfter t.0 ProPerly lax IkallcuP,
expenses for Mathes. maintenance and repairs. and ulsur.uw e and tnuisas non lusts

Source: 1970 to 198.5. MR/Harvard knot renter (Or Iltxtsont Mulles 19rib. estimate 1w M3A
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investment. For a person whose current income is well above qualifying levels, the
total toss of homeownership may be the more relevant measure. High total costs of
homeownership may encourage such an individual to meet his or her needs for shel-
ter by renting rather than purchasing, or by acquiring a smaller home.

Both concepts of costs and afforo.aility help to explain why ho,aeownership
rates have declined since 1980. High cash costs early in the 1980s kept many younger,
first-time, homebuyers out of the market for several years. At the same time, the con-
tinued relatively high levels of real mortgage interest rates and total homeownership
costs help to explain why single-family housing starts and sales in the past two years
have remained below the levels of the late 1970s, when nominal mortgage interest
rates were close to those pre,.:11ing today.

Exhibit II-10 shows indexes of cash affordability by age of family head. Be-
tween 1910 and 1986, cash affordability declined by nearly one half for families in the
1S to 24 age group, one-third f^^ those in the 25 to 34 age group, and about one-four at
for older families.

For younger families, families in lower-income brackets, and first-time
homebuyers, high cash costs are not the only obstacle to homeownership. Cften, the
principal hurdle that must be surmounted is the size of the downpayment. To il-
lustrate this point, Exhibit II-11 shows what a 10 percent downpayment on an average-
priced home of constant quality amounts to as a percent of median family income by
age of family head. For families in the 15 to 24. -se group, the figure rose from 41 per-
cent in 1970 to 62 percent in 1986; for those. in the 25 to 34 age group, the increase
was frcIn 29 to 35 percent. For older age groups, the increase was smaller, and it ac-
tually declined for families in the 65 and over age bracket.

With regard to homeownership, problems of affordability partly reflect the
distribution of income, but there are more general problems as well. The costs of
homeownership have risen much faster than median family income over the past 15
to 20 years. The reason is that inte "st rates today in both real and nominal terms
are far higher than they were two decades ago. Methods to improve the ability of
American families to own their own home are unlikely to be very successful if they do
not take account of that fact.

C. OTHER NATIONAL PRIORITIES

These aggregate statistics point to an increasingly serious problem of af-
fordability in recent years, although the nature of the problem differs as between
rental housing and owner-occupied homes. Affordability problems in both areas are
particularly acute for younger families. Disaggreoted statistics shown elsewhere in

11-14
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this report reveal an even starker picture of housing inadequacies for large, and grow-
ing, numbers of American households. In considering what should be done about
these problems, consideration needs to be given to other important national
economic priorities. If more resources are devoted to housing, where should they
come from?

It would be widely agreed that the list of urgent national priorities is a long
one. Three stand ou: as major problem areas whose solution impinges directly and
indirectly on the ability to inc" ease the amount of resources available for housing.
They are: 1) the need to increase productivity growth; 2) reduction in the Federal
budget deficit, and 3) reducing the U.S. trade and current account deficits with the
ro.st of the world.

1. Productivity Growth

One of the widely discussed disappointments of recent years is the slow-
down of productivity growth in the U.S. economy. Over the first 25 years of the post-
war period, productivity in the private nonfarm business economy (output per unit of
labor input) increased on average about 2.25 to 2.5 percent per year. Since then, in-
creases have averaged around 1 percent a year, or somewhat less, depending on which
years are used as end points for measurement purposes.

The sources of this slowdown in productivity growth are not well under-
stood, nor is there any obvious solution at hand to accelerate the growth of produc-
tivitywhich is so important to future living standards. It would probably be general-
ly agreed, however, that an indispensable part of a program to improve productivity
in the nonfarm business sector would be to increase the rate of net investment in non-
residential fixed -vital. As Exhibit 11-12 irdicates, the ratio of net investment in non-
residential capital to GNP in recent years has been unusually low, barely over 2.5per-
cent, compared with figures of 3 percent or more during most of the postwar years.

2. Reducing the Federal Budget Deficit

Progress in reducirg the Federal budget defic: in fiscal 1987 has been
heartening: the deficit this fiscal year will be S60 to $70 billion below the $220 billion
figure of fiscal 1986. Substantial further reductions are needed over time to bring
Federal outlays and 'avenues into reasonable balance. It would be difficult to iden-
tify any buigle step thatwould be of greater long-term benefit to housing than to move
toward reducing tk:e Federal deficit, reducing direct Federal borrowing, and reducing
real interest rates. Short-term efforts to improve the affordability of housing must
keep this long-term linkage between the Federal budget and housing clearly in mind.

11-17
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Exhibit 11.12

Net Investment in
Nonresidential Capital
Constant Dollars Percent of GNP

1946-50 '..08

1951-60 2.97

1961-70 3.67

1971.-80 3.26

1981.86 2.60

Scarce: US. Department of Cornoerce. Bureau of Labor Statistics.
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3. Reducing the External Deficit

The U.S. trade and current account deficits with the rest of the world must
be reduced substantially, if not eliminated altogether, over the next three to five years
to avoid a massive further increase in U.S. debt to the rest of the world. The servic-
ing of this debt reduces real incomes of American citizens, and it is therefore crucial
that the rapid rise in U.S. external debt during recent years come to an end.

Closing the gap between imports and exports of goods and services, a
process underway in 1987, acts as a stimulant to the U.S. economy. Export-led growth
requires more modest increases in domestic aggregate demand if inflationary pres-
sures are to be avoided. Programs to foster greater housing affordabilk. must keep
this fact in mind also.

4. Economic Policy to Improve Housing Affordability

The. broad-brush treatment of housing and the overall economy pr,.(iente
in this section of the report suggests a few general conclusions about the ovcrali direc-
tion of housing policy for the future.

First, our na'... needs to avoid a resurgence of inflation that would raise in-
terest rates, increase the price of homes, and reduce housing affordability. The un-
derlying or core inflation rate (the rate of inflation excluding food and energy) is now
in the range of 4 percent, well below the rates prevailing in the late 1970s and early
1980s. During the course of the current economic expansion, which is now in its fifth
year, the underlying inflation rate has not increased, and that is certainly a notewor-
thy accomplishment. Bet there is no reason to be satisfied with 4 percent inflation.
We can, an should, aim to do better. A further reduction of inflation would be most
beneficial for younger households and first-time homebuyers, because it would
reduce nominal interest rates and the cash costs of homeownership, which are par-
ticularly critical for this segment of the population.

Controlling inflation is partly the province of monetary policy, but other
government policies can affect inflation as well. Federal budgetary policy is one of
them. We cannot realistically expect to bring down inflation further unless the
Federal budget deficit continues to decline. Equally important in the outlook for in-
flation is the avoidance of protectionist measures, which would increase prices and in-
terest rates and reduce the affordability of housing.

Second, a concerted effort needs to be made to bring down real interest
rates, which are still quite high by historical stand: -ds. Perhaps we can never return

X82
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to the very low real interest levels of the 1970s or the earlier years of the postwar
period. During those years, there were substantial blockage of credit flows to various
segments of the economy because of usury laws, cehings on the rates that depository
institutions could pay to attract deposits, and other factors. Removing those barriers
to credit flows has made money and capital markets function more efficiently, and has
opened access to credit to individuals and businet es that would otherwise be unable
to borrow. The consequence, however, is that real interest rates now do the lion's
share of the rationing of available funds among potential borrowers. They are there-
fore higher than they would be in a world in which a substantial Gau.);tnt of nonprice
credit rationing occurred. Nonetheless, even under present cimumstanccs, real inter-
est rates would be lower if the Federal government reduced its borrowing.

A step that would help lower real interest rates could be to consider tax
policies that encourage a higher rate of personal saving. Individual retirement ac-
counts (IRAs), which first became tax deductible in 1982, have been of little help in
this endeavor; by and large, most of the funds going into IRAs reflect transfers of
financial assets from one form to another, rather than increased saving relative to in-
come.

An alternative approach to increasing national savings could be to consider
ways of reducing our heavy reliance on the individual income tax, as a source of
revenue, and shift toward some use of a broader based sales tax or value added tax,
with appropriate exemptions to avoid regressivity. Direct taxes on consumption
would alter substantially the price of consumption relative to saving, and would thus
encourage additional saving out of income. This would be a dramatic shift in the
structure of Federal taxes and therefore should only be pursued throe ({11 careful and
thorough study. It would be based not just on grounds of improving tae affordability
of housing, nor need it be. Improving the quantity of saving available for investment
would benefit all forms of investment, and it therefore may be justified on much
broader grounds.

Consideration also might be given to the possibility of permitting first-time
buyers to withdraw funds from IRAs, without tax penalties, to make dowupayments
on homes purchased. Existing IRAs could be used for that purpose, and persons
eligible for IRAs under current tax law could look forward to future withdrawals of
funds from their IRA for making a downpayment on their first home.

Such a use of IRAs would not involve the creation of a new tax shelter, but it might in-

volve some loss of revenue to the Treasury. The reason is that some taxpayers e14ble for IRAs
under current tax law are not taking advantage c; that eligibility because all the funds they save
are destined for a downpayment on a home. Permitting IRAs to be used for downpayments by

first-time homebuyers could enable such taxpayers to auxwaplish two objectives at
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M. Demographic and Geographic Forces

A. INTRODUCTION

Among the building blocks of a national housing policy for the remainder of thiscen-
tury and the start of the next are the underlying demographic and geographic trer.ds
expected for that period. Demographic trends play a critical role in the determina-
tion of the quantity, quality, and location of future demands for housing. Projected
growth of the aggregate number of households, which is based upon population
growth, the age structure of the population, and the propensity of members of the
population to form households, provide a guide to the aggregate number of ry -s" hous-
ing units needed to maintain an adequate stock of housing. In turn, these household
formation decisioni are strongly influenced by economic and social factors, par-
ticularly the cost of housing. The age of the households, marital status, and income of
these new households suggest what type of additional housing will be needed. Final-
ly, migratiot, patterns within the country indicate where this additional housing will
likely be located.

B. GROWTH IN THE NUMBER OF HOUSEHOLDS

Since the middle of this century the rate of growth of the population "as
been slowing and, based on U.S. Bureau of the Census projections, th:s trend is ex-
pected to continue well into the future. Exhibit III-1 shows the U.S. population for
1960-85 and projections out to 2000, along with percentage shares of selected age
groups (also depicted in Exhibit III-2). Exhibit III-3 presents the actual and projected
percentage changes in population in selected age groups over ten-year intervals from
1950 to 2000. Overall, the population growth rate is clearly decelerating. The com-
pound annual growth rate was 1 -7 percent in the 1950s,13 percent in the 1960s, about
1.0 percent from 1970 to 1985, and s expected to decelerate further to about 0.6 per-
cent by the late 1990s. The primary factor behind this slowing growth rate is the
decline in the birth rate. In 1960, the birth rate in the U.S. (live births per 1000
population per year) stood at about 24. By the late 1970s, the birth rate had fallen to
just below 15. Since then, the rate has increased somewhat, butappears to have sta-
bilized between 15 and 16.

Despite this trend of declining aggregate population growth, the chzigit,6
age structure of the population has caused the number of persons in the variousage
groups to increase or decrease precipitously. In particular, the baby boom, a large
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U.S. Population by Age

Tc41. NI Ages Age Grow as a Percent of Total

Year Mathan

Compound Moral
Crown Rate from

Preceding Year
[Percent

Under 25 2534 3544 45-64 65
and over

1960 180 7 17 44 6 127 134 200 92

1970 205 1 13 461 12.3 113 205 98

1975 216.0 10 44 0 146 106 20.3 105

1980 2278 1.1 41.3 165 114 196 11.3

1935 2393 1 0 383 17 6 13.3 168 1I9

1990 249 7 .9 361 174 151 186 12.7

1995 259 6 8 35 0 156 162 201 13.1

2680 6 343 136 16.3 22.7 130

barr U.S. der el Memos,. 0.... P.a.. /loan& Senn P ZS w. SIT 555 717 932 ...*S

U.S. Population by Age

Age Group as a Permt of Total

Percent

50

Under 25 2534 Years 3544 Years

1960 1970 01 moo 1S3 was El 1990 f":51 2900

4564 Years 65 Years and Over
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Percent Change in Population:
Total and by Age Group

1950
to

1960

1960
to

1970

1970
to

1960

1960
to

1990

1990
to

2000
All Ara 18.7 133 III 96 7.3
Under 16 Yam 353 53 -103 4 6 33
16 Irt 24 Years 98 439 19.2 -16.6 -0.2
25 4034 Yon -46 103 436 1S7 -16.3
35 Kt 44 Years 11.9 -44 117 46.3 156
45 Irt 54 Years 17.9 133 -24 116 461
55 4064W:in 166 196 163 -3.3 129
65 Years mod Ova 34.5 206 276 23.3 102
4.444 taw.ar atm c.w a...p1AA..4... s,,... P23.14w 311 222 HT AMISS
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cohort of individuals born between 1945 and 1964, has moved like large bubble
through the age structure and has had major social and economic impacts.

From 1985 on, the proportion of the population in the 25 to 34 age group is
projected to decline as the baby boomers move into the 35 to 44 and 45 to 64 age
groups. The population 65 years and older represents a growing share of the total
largely the result of better medical care and increased life expectancies. After 2010,
growth in this age group is expected to accelerate as the baby boomers arrive. The
large and growing retired population will have many significant economic and social
implications, and must be considered carefully when designing programs, housing or
otherwise, that serve the elderly. Ultimately, these programs must be financed by
those workinga declining share of the population in the future.

The effects of growth in the population and shifts in the age structure of the
population on housing demand depend on the propensity of the population to form
households. Exhibit 111-4 contrasts the growth in households with population growth
over the period from 1960 to 2000. Growth in households peaked at about a 23 per-
cent compound annual rate in the 1975-80 period, decelerated sharply to about 13
percent in the 1980s, and is expected to further decelerate to a little over 1 percent in
the 1990s. Over the entire period, the household growth rate exceeded the popula-
tion growth rate.

Exhibit 111-5 presents actual ano projected average annual increases in the
number of households in total and in selected age groups for five-year intervals from
1970 through 2000. From 1970 to 1975 an a 'erage of 1.5 million new households were
established each year, while from 1975 to 19bl the average annual increase was nearly
2.0 million. The bulk of these increases occuroxl among the baby boom age groups
and the elderly.

From 1980 to 1985, unfavorable economic conditions, such as relatively
high unemployment and high housing costs, reduced the average annual increase in
the number of households to 1.2 million.

It is generally recognized that 1980 was a major turning point from increas-
ing to decreasing household formations. The fastest growing age group during the
decade of the 1980s is 35 to 44 years, which in 1980 had a headship rate just 1.6 per-
centage points higher than the 30 to 34 age group. In the decade of the 1990s the
fastest growing age group will be 45 to 54 year'., which in 1980 had a headship rate just
0.7 percentage points above that of the 35 to 44 age group.

In addition to the age structwe of the population, other factors are also
likely to promote a slower rate of household formation. One of the most important
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Growth in Population and Households

Compound Anna! Pexen Charge

Percent

26

196070 19707C 1970.80

El Po Pulstton Growth Househokb.c...th

190009
Year

196590 IS3095 19952000

Averageage Annual Increase In
Number of Households'
mown

Aged Head ot Household

Tout. AO Ages Under 2$ 25 to 34 I51o44 46 to SI 551061 65 and Over

1970 to 1975 1.510 300 640 20 100 100 300
1975 to 1960 1910 140 720 420 40 240 460
199310 1985 1200 225 303 700 S 110 320
MIS to 1930 1.480 160 230 750 360 ISO 450
193010.1995 1210 70 250 530 720 20 300
1995 to 2036 1.120 30 390 290 710 330 ISO
/.1 N.M. Me lit.Proldel
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is housing affordability, as discussed elsewhere. With respect to marriage and
divorce, there is evidence that as the baby boom generation passes from young adult-
hood to middle age, a period in which marriage is more prevalent and divorce less
prevalent, the divorce rate is declining while the marriage rate is rising.

The combined effect of these economic and demographic influences is that
the annual increase in the number of households is expected to average about 1.5 mil-
lion during the period from 1985 to 1990. From 1990 to 1995 this figure is expected
to decline to about 1.2 million. As shown in Exhibit 111-6, this slowdown in the rate
of household formations implies a decline in the number of new housing units that
need to be constructed. During the period from 1996 to 2000 an estimated 1.5 mil-
lion housing units per year will need to be constructed to keep pace with demand,
nearly 500,000 units less than during the period from 1970 to 1985.

C. THE TYPES OF NEW HOUSEHOLDS

Exhibit 111-7 (and Exhibit III-8) show that, while the annual increase in the
number of households is expected to decline in the future, there is also evidence that
there will be a change in the mix of family versus nonfamily households. Over the
period from 1970 to 1985, over half to all new households were nonfamily households
while about one of every four was traditional husband/wife family households. As a
result, married couple households declined from 705 percent of all households to
58.1 percent. Growth of the number of families with no spouse present a reflection
of the increase in the divorce rate and a large increase in the rate of births to unmar-
ried womenalso contributed to the slower growth of married couple households.

Over the remainder of this century it is expected that married couple
households will represent a larger proportion of new households than was the case
from 1970 to 1985. For example, from 1985 to 1995, over half of all new households
will be family households with about one-third being married couple households.
Again, this reflects the fact that the bulk of the new households created over this
period will be headed by individuals aged 35 to 54 years, an age group where marriage
is more prevalent and divorce less prevalent. However, the proportion of all
households which are married couple households is expected to continue to decline,
albeit at a much slower rate than in the past.

Also significant is the tenure of the new households expected to be formed
over the remainder of this century. The individual household's tenure choice decision
is determined by the cost of owning relative to the cost of renting. In the aggregate,
the proportion of new households formed which are owners versus renters also
depends on the ages of the heads of these new households, since the likelihood of
ownership increases with age. It is expected that relatively high proportions of
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Exhibit 111.6

Estimates of Average Annual Need for
New Housing Units*
%Ikon of Units

1970-1985 1986-1990 1991-1995 1996-2000

Total 1.95 1.90 1.60 1.50

Increase in
Households
Replacement

1.65
.30

1.60
.30

1.30
.30

1.20
.30

'Includes allowance for "Ammar vacancy rate.

Source: Patric H. Hendershott. "Houshehold Formation and licneovmershm: The Impacts of
Demographics and Taxes." mimeo. September 1986.

Exhsbit 1167

Average Annual Increase in
Households by Marital Status'
Thossiads

Total
1970-1985

1,560 (100.0%)
1985-1990

1,480 (100.0%)
1990-1995

1,210 (100.0%)
1995.2000

1,120 (100.0%)

Family 760 (48.7%) 780 (53.4%) 620 (50.8%) 500 (44.6%)
Married
Couple 380 (24.4%) 520 (35.6%) 380 (31.1%) 280 (25.0%)
No Spouse

Present 380 (24.4%) 260 (17.8%) 240 (19.7%) 220 (19.6%)
Nonfamily 800 (51.3%) 680 (46.6%) 600 (49.2%) 620 (55.4%)
1A11 numbers have been rounded.

Source: US Bureau of the Census. Current Population Reports. Series P20. No 412 and Series P5.
No. 986.
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Marital Status of Households

Percent of All HousolioWs

00

1960 1970 197$ 1900
Year
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households to be formed in the future would prefer to be owners. As shown in Ex-
hibit 111-9, the proportion of new households which were owners declined to 41
percent during the 1980 to 1985 period, causing the aggregate homeownership rate to
decline. From 1986 to 2000, an estimated 70 to 80 percent of new households will be
owners thereby boosting the aggregate ownership rate.

Given the types of additional households expected to be formed in the fu-
ture, it is possible to project the likely mix of future housing construction. As shown
in Exhibit III-10, it is expected that while the number of units constructed declines,
single-family homes will represent a larger share of the total than has been the case.
Moreover, these single-family homes are likely to be larger, with more amenities, to
satisfy the demands of move-up or repeat homebuyers.

D. MIGRATION PATTERNS

Slower growth in the number of households is not the only demographic fac-
tor to consider in assessing future demand for housing. If there are significant
regional shifts in the population, this factor too must be taken into consideration. Ex-
hibit III-11 and Exhibit 111-12 show the actual and projected U.S. resident population
by region. From 1960 through 1985, the share of total resident population declined in
the Northeast and the Midwest, but increased in the South and West. These migra-
tion patterns are expected to continue in the future. Because people move, while
houses do not, these regional shifts in the population imply more housing demand
than would be the case if regional shares remained stable. Additional housing must
be provided in the rapidly growing regions.

III-12
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Exhibit 111.9

Actual and Projected Additional
Households by Housing Tenure

Aggregate
Homeownership

Rate at End
Owner Renter of Period

1971.75 67.9% 32.1% 64.6%
1976-80 72.9% 27.1% 65.6%
1981-85 41.1% 58.9% 63.9%
1986-90 71% 29% 64.5%
1991.95 80% 20% 65.4%
19962000 77% 23% 66.0%
'Forecast: Some: Patnc H, Hendershot!. -Ho-- old Formation and Homeownership: The Impacts
of Demographics and Taxes." mimeo. Septer 986.

Exhibit 11410

Supply of New Housing
Units by Type, 1970-2000
Millions Winks

Average Annual Level

1970.1985 1986-1990 1991.2000

Single-family
construction 1.00 1.20 1.00

Moltifamily
construction .60 .50 .40

Manufactured
housing .35 .20 .20

Total supply 1.95 1.90 L60
Sources: Dwight M. Jaffee. 'The Demand for Housing Ungs." Salomon Brothers. Inc.. December 1986
and Population Reference Bureau. Inc.. "Demographics and Housing in Amenca." Population
Bulletin. Vol. 41. No. I. January I. 1986.
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IV. Defining Housing Needs

A. INTRODUCTION

The passage of the Housing Act of 1949 established as a national goal a general
upgrading of the nation's housing stock to culminate in "a decent home and suitable
living environment for ever/ American family." The following 30 years (1950 to 1980)
witnessed massive investment in housing and supporting infrastructure, fueled by
rapid economic growth, relatively stable financial conditions, advances in both hous-
ing construction and finance, and government policy which clearly encouraged this in-
vestment. The results were dramatic. Roughly 60 percent of all year-round housing
units in existence today have been built since 1950. The quality of the housing stock,
in terms of its physical condition, amenities, and spaciousness, significantly improved.
The rate of homeownership increased to the point where roughly two of eve!), three
households owned their home.

This achievement does not mean, however, that the housing situation is
without problems and that the goal set forth in the Housing Act of 1949 has been
achieved. Millions of households continue to live in housing that is physically inade-
quate or overcrowded. Moreover, particularly in the decade of the 1980s, for a larger
and growing number of households, acquiring physically adequate and uncrowded
shelter represents a financial burden.

B. THE MEASUREMENT OF HOUSING PROBLEMS

A recent study by the Department of Housing and Urban Development
(HUD) takes a close look at the current housing situation based on data from the An-
nual Housing Surveys (AHS) of 1975, 1977, 1981, and 1983.1 In this study, as has
traditionally been the case, housing problems are separated into two categories,
quality and affordability. Housing quality is measured by the phsical condition of the
housing unit and by the number of people who reside in the unit. Affordability is
measured by the extent of financial burden that housing costs impose on the

1 Irby, Iredia, "Attaining the Housing Goal?" U.S. Department of Housing and Urban Develop-
ment, Housing and Demographic Analysis Division, Office of Economic Affairs, July 1986. 19e3
is the most recent year for which data are available. A new survey, theAmerican Housing Survey,
was conducted in !.985. Results from that survey should be available by late 1987 or early 1988.
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household. In this HUD study quality and affordability are measured by the follow-
ing three criteria:

1. Physical Inadequacy

A housing unit is judged to be physically inadequate when plumbing, heat-
ing, electrical, sewage., maintenance, or public hall defects or flaws exist. A housing
unit is judged to be severely inadequate when these defects or flaws ate determined
to be most serious in terms of health, safety, and repair cost.2

2. Crowding

A housing unit is defined as crowded when there is more than one person
per room.

3. Cost Burden

A renter is considered to be cost uurdened when more than 30 percent of
gross hoc...tehold income is devoted to housing costs. (A renter'sgross housing cost is
gross rent which Includes contract rent plus the cost of utilities and fuels paid by the
renter.) A homeowner paying on a mortgage on that property is considered cost bur-
dened if more than 40 percent of gross household izcome is devoted to housing costs.
(A homeowner's housing costs include mortgage principal and interest, real estate
taxes, property insurance, utilities, fuel, and garbage and trash collection. Main-
tenance costs are not included.)

Exhibit IV-1 presents measures of these criteria of housing problems'for
fouryears, 1975, 1977, 1981, and 1983. In 1975, 7.7 million or 10.6 percent of the 72.6
million occupied housing units were deemed to be physically inadequate. Of those,
3.1 million or 43 percent of the total were severely inadequate. By 1983, physical in-
adequacy had declined in both absolute terms, down to 7.6 million units, and relative
to the total occupied housing stoe" -town to 8.9 percent. In total, the number of in-
adequate units declined by 1.8 -)crcent uver the eight-year period. The number of

2The ABS gathered 35 indicators of housing condition and quality. These indicators are used to
precisely define the conditions of inade.quacy and severe inadequacy. Other researchers have used
these same indicators to derive somewhat different definitionsof physical inadequacy.
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WA. NI

Extent of Housbg Problems In the U.S.:
1975, 1977, 1981 and 1983

Units in Thousands

1975 1977 1981 1983
Percent Change

197510 1983

Um pled Housing
Undsliouseholds 72.653 75299 83203 81.842 16 9%

Inadequate Units
1#4

7.704
106%

7.641
IC I%

7.695
93%

72:61
8 9%

- 18%

Severely Inadequate Units'
3 6%It

3.123
43%

2.949 2.876
3 4%

- 29%
3 giti

2.985

Crowded Units.
It

2.742
38% 8%

2.455
33%

2.389
30% 0%

2.230
26% 6%

- Ill 7%

Cost Burdened Households:
4

8.152
12.1%

10.101

13 4%
12139

15 6%
14.425

11 0%
618%

Total Units With Housing
%

19.19$ 20.197 23.083 24216 261%
Problems: 26.5% 26 8% 27 8% 28 6
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units regarded as severely inadequate declined by an even greater percentage, down
nearly 8 percent to 2.9 million units or 3.4 percent of the occupied stock.

The incidence of overcrowding declined even more substantially over this
period. In 1975, 2.7 million units representing 3.8 percent of the stock met the
criterion for overcrowding. By 1983, that number had declined about 19 percent to
2.2 million units or 2.6 percent of the occupied stock.

In contrast, the number of households that were cost burdened rose sharply
between 1975 and 1983. In 1975, a total of 8.8 million householdswere considered to
be cost burdened, representing 12.1 percent of all households. By 1983, that number
had risen 65 percent to 14.4 million or 17.0 percent of all households?

On balance, the number of households or occupied housing units with a
housing problem rose by 26 percent to 24.2 million, over one-quarter of the total.
Declines in physical inadequacy and crowding were more than offset by increases in
cost burden. Moreover, by 1983 the number of cost burdened households exceeded
the number of physically inadequate and crowded units. Thus, it is clearly the case
that affordability has surpassed housing quality as the primary housing problem facing
the Nation.

C. TYPES OF PHYSICAL DEFECTS

Data on actual physical defects indicate that the number of housing units
lacking basic facilities, such as kitchens, bathrooms, and plumbing, has been declin-
ing as units lacking such facilities are removed from the housing stock. For example,
from 1975 to 1983, the number of housing units lacking kitchens declined 45 percent
to just 0.8 percent of the stock. Similarly, the number of units without private
bathrooms declined 33 percent to 0.4 percent of the stock. However, the data also in-
dicate that the incidence of poor maintenance, as evidenced by such defects as plumb-
ing breakdowns, exposed wiring, and interioiwalls, ceilings, and floors with cracks
and holes, has been increasing. The number of units with recurrent breakdowns of
sewage, septic tank, or cesspool equipment increased by56 percent from 1975 to 1983,
while the number of units with exposed wiring increased 69 percent. This trend is not

3The terns household and occupied housing unit are used interchangeably, due to the fact that a
household is defined as a person or group of persons who occupy a housing unit. The major
categories of housing problems are mutually exclusive. Crowded units are only those in physically
adequate, uncrowded units. In 1983,2.9 million households living in physically inadequate and/or
cr.nvded units were also cost burdened, bringing the total number of cost burdened households to
173 million or 20.4 percent of all households.
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inconsistent with the tremendous increase in the incidence of cost burden. For ex-
ample, homeowners facing affordability prcblems likely delay or forgo maintenance
expenses that they otherwise would incur if their income allowed. Similarly, landlords
apparently delay or forgo maintenance expenses which they would be unlikely to
recover in higher rents.

D. THE CHARACTERISTICS OF HOUSEHOLDS FACING HOUSING PROBLEMS

Housing problems are considerably more common among renters than
among homeowners. In 1983, 62 percent of owner-occupied housing units were
physically inadequate compared to 13.8 percent of renter-occupied units (see Exhibit
IV-2). Similarly, 22 percent of owner-occupied units were severely physically inade-
quate V.:lie 5.7 percent of renter-occupied units were severely physically inadequate.
With regard to crowding, 1.9 percent of owner-occupied unitswere crowded com-
pared to 4.0 percent of renter-occupied units. Moreover, in absolute numbers,
crowded owner-occupied units declined by nearly 35 percent from 1975 to 1983 while
the number of crowded renter-occupied units increased by 3.4 percent.

This increase in the incidence of crowding among renters is likely due to the
high and rising incidence of cost burden. By 1983, roughly one-third of all renter
households were cost burdened. The incidence of cost burden among owners in 1983
was much lower 8.4 percent. However, the number of cost burdened owners had in-
creased nearly 80 percent from 1975 to 1983, substantially faster than the rate of in-
crease among renters. Overall, in 1983 half of all renter househo:Js experienced
some type of housing problem compared to about one of every six owner households.

This sharp divergence between owners and renters in the incidence of hous-
ing problems is attributable to two factors. First, owners have greater control over the
physical quality of their residence. If a plumbing, heating, or some other defect arises,
an owner can either fix the problem personally or contract to have the work com-
pleted. In contrast, a renter likely would have to call the landlord and request that
such problems be corrected.

The second factor is that the incidence of housing problems, particularly af-
fordability problems, is heavily concentrated among the nation's poorest households,
a large proportion of which are renters. As shown in Exhibit IV-3, very low-income
households, which made up 27 percent of all households and 43 percent of all renters
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LOON 11 ft

Extent of Housing Problems in the U.S. by
Housing Tenure: 1975 and 1983

Units in Thousands
Owners Renters

Percent Percent
1975 1983 Change 1975 .1963 Change

Number of Households 46.920 54.990 17 0% 29 633 29.962 16.8%

Percent of Total Households 647% 647% 353% 353%

Inadequate Brats: . 3.507 3 420 -2.5% 4.197 4.141 - 13%
14 75% 62% 16.4% 138%

Sertrely Inadequatebrots: 1.203 1.178 -2.1% 1.920 1.698 - 11 6%
X 26% 22% 73% 97%

Cron:ded UM= 1.$15 1 034 -34.8% 1.197 1.196 34%
X 34% 19% 45% 40%

Cost Burdened Households:. .552 4
9 4%

.9 8.81
79.5% 6200 9.8

4% 242%
44 52.8%2

32.9%

Total Brats With Homing 7.644 9 035 182% 11.554 19.181 314%
XProblems, 163% 165% 451% 50 7%
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Distribution of Housing Problems by
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in 1983, represented about 72 percent of all cost burdened households and occupied
about half of all physically inadequate housing units.4

Overall, very low-income households occupy about two-thirds of all units
with housing problems. Low- to moderate-income households make up about 18 per-
cent of all households and occupy about 20 percent of all units with housing
problems?

Housing affordability problems among very low-income households wor-
sened dramatically over the period from 1975 to 1983. The number of cost burdened
very low-income households increased sharply in both relative and absolute terms
over the period. By 1983, 45 percent of very low-income households were cost bur-
dened.

At the same time though, the incidence of physically inadequate units while
very high, declined in absolute terms, and the number of very low-income households
living in crowded housing declined in relative terms (see Exhibit IV-4).

Overall, two of every three very low-income households experience some
type of housing problem, based on these latest available data.

Exhibit IV-5 and Exhibit IV-6 present additional information on the charac-
teristics of very low-income households. For example, half of all very low-income
households are female headed, about one-third are headed by an elderly individual,
nearly 20 percent are black, and about 8 percent are Hispanic. (Note that these
groups are not mutually exclusive.)

Each of these subgroups of very low-income household; is experiencing a
high incidence of housing problems, particularly affordability problems. For ex-
ample, 57 percent of very low-income, female headed households were experiencing
housing problems in 1983, with 48 percent being cost burdened, 16 percent living in
physically inadequate units and 3 percent living in crowded units. For black- and
Hispanic-headed households the incidence of housing problems is even greater. For

4A very low-income household is defined as having an income 50 percent or less of the local area
median family income. Cash income only is used in making this classification.

5A low- to moderate-income household is defined as having 51 to t30 percent of the local area median
family income. Cash income only is used in making this classification.
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Exhibit P/4

Trends in Housing Problems
Among Very-Low Income Households:
1975 and 1983a

Units in Thousands

1975 1983
Percent
Change

Number of
Households 19,117 22,943 +20.0

Percent of All
Households 26.3% 27.0%

Inadequate Units: # 3,918 3,805 2.9
% 20.5% 16.6%

Severely # 1,876 1,633 13.0
Inadequate Units: % 9.8% 7.1%

Crowded Units: # 856 926 +8.2
96 4.5% 4.0%

Cost Burdened # 7,049 10,368 +47.1
Households % 36.9% 45.2%

Total Units
With Housing # 11,823 15,099 +27.7
Problems % 61.9% 65.8%
'Averplowincome household is defined as having an income 50 percent or less of the local area
median income.

Source Irby. lredia. -Attaining the Housing Goals?' US. Department of Housing and Urban
Development. Housing and Demographic Analysis Dmsion. Office of Economic Affairs. 1986.
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Extent of Housing Problems for Selected Groups of
Very-Low-Income Households: 1983
UM.%Damp&

Female
Headed

Households

Elderly
Headed

Households

Black
Heeded

Households

Hapanso
Headed

Households
Venfrlow Income Households 11.474 7.867 4.402 1299
Peseent of Total Households 133% 93% 52% 2.2%Percent of Venflowincome Households 500% 343% 192% 2.3%Permed of Group 490% 441% 460% 41.1%

Inadequate Una. 1275 1.138 1313 451
% 164% 144% 296% 236%Severely bladequale Unds 743 502 562 164
% 63% 6.4% 122% 66%CrovKied Una': 306 IS 237 267
% 2.7% 02% 54% 141%Cod Burdened licesseholds 5.551 2 649 1.875 775
% 454% 337% 42.6% 40.8% .Total Unds Wale Houstng Problems: 7.732 3.737 3.425 1.493
% 67.2%
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Distribution of Housing Problems
Among Selected Groups of
Very-Low-Income Households: 1983
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Headed

Households
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Households

HIspanso
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Households
Percent of Total Households 133% 9.3% 52% 22%
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both groups, nearly eight of every ten very low-income households were experiencing
some form of housing problem.

Elderly headed households with very low incomes had a relatively lower in-
cidence of housing problems than the other groups. About one-third of very low-
income, elderly headed households were cost burdened, while about 14 percent lived
in physically inadequate units. The incidence of crowding is extremely low for this
group. One factor in this relatively favorable housing situation for the very low-in-
come elderly is that the homeownership rate among this group is around 60 percent,
significantly higher than for the other groups. Thus, earlier in their lives when they
likely had higher incomes, larger numbers of the elderly became homeowners, which
helped to stabilize their housing costs. Later in their lives, incomes typically fell, in-
creasing the burden of housing costs and leading to some deterioration in the physi-
cal quality of the unit.

The cost burden is not confined to the very low-income group. As shown in
Exhibit N-7, cost burden worked its way up the income scale over the 1975 to 1983
period. The incidence of cost burden increased from 102 percent of lower to
moderate-income households to 17.9 percent. Similarly, the incidence of cost burden
increased among middle- and upper-income households as well.

The data presented, in summary, illuminate several important facts regard-
ing the housing situation in the United States. First, while the physical condition of
the housing stock has vastly improved since the end of World War H, millions of
primarily lower income households continue to live in housing plagued by serious
physical defects. Second, for an even larger and growing number of households, ac-
quiring physically adequate and uncrowded shelter represents a serious financial bur-
den. Moreover, while the affordability problem is largely concentrated among lower
income households, it is increasingly becoming a problem for middle-income families
as well. Clearly, housing costs are rising faster than income for an expanding segment
of our society.
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F.xlitlut IV 7

Incidence of Cost
Burden Among Income Groups:
1975 and 1983

1975 1983

All Households 12.1% 17.0%

Very-LowIncome 36.9% 45.2%
LowtoModerate Income 10.2% 17.9%
All Other (Middleand UpperIncome) 0.8% 2.8%
Source. 104 !redo. -Attaining the ihtu.tnit Octal.," II S. Department of Hwang .mil Ilrb.ut
Deyeloprnent. Hougnit and Demostraplu Analyst. timpani'. Office of Economic Affair.. July 19/iK
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V. The Unique Role of Homeownership

A. THE MEANING OF HOME

The concept of home connotes not only a physical cube of space, a "place," hut, more
significantly a sense of "state of being" in the essence of "home."

The word for home comes from the Dutch culture of the late lo00s, where
"hejm" was used to describe a place where the family came to live. During prior
periods, the place where people lived was a self-contained living and working space.
It included not only a mother, father, and children, who ate and slept and relaxed
there, but relatives and workers who contributed to the economic success or the main-
tenance of the place. The "hejm" of the Seventeenth Century Dutch was much more
intimate and concentrated. The home of the Dutch was no longer a workplace. Nor,
as had been the circumstances of the manor houses of the Fifteenth and Sixteenth
Centuries, were the homes of the Seventeenth Century Dutch augmented by ser-
vantslive-in or otherwise.

The "hejm" of the Dutch was much more than a "dwelling". Rather, it in-
cluded too the contents, the surroundings, and the people in the dwelling. Most im-
portant, it was the sense of contentment and satisfaction that all these, in unity, con-
veyed.

There is a pithy expression that "home" is the place where, when you knock
on the door, those inside will always welcome you in. This sense of refuge, I of wel-
come, of resident affection, was, to the Seventeenth Century Dutch, m.,re than a
building; it was a state of being, synthesized into a physical structure.

There is, in the concept of home, a sense of privacy and domesticity. The
"hejm" of the Seventeenth Century Dutch evolved an additional element as the ex-
perience of the relatively isolated social unit of the family became accepted. The ele-
ment of comfort entered into what is needed to make a building a home. Furniture,
kitchens, plumbing, and entertainment for the inhabitants became and continue to
be elements distinguishingbetween a shelter and a home.

All of these features and feelings, imbedded in a single, simple Dutch word,
combine to describe the aspiration of most Americans to own a home of their own.
The Housing Features Consumer Survey, recently conducted by the MIT/Harvard
Joint Center for Housing Studies, provides important new evidence that the vast

4 06
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majority of Americans prefer to own their homes. Homeownership has long been
recognized as a benefit to society in general. The 1931 President's Conference on
Housing and Home Ownership observed,

A family that owns its home takes a pride in it, maintains it better.
They have an interest in a social system that permits an individual
to store up the fruits of his labor. As direct taxpayers they take a
more active part in local government. Above all, the love of home
is one of the finest instincts and the greatest inspiration of our
people.

The reasons reflect the response of the Seventeenth Century Dutch to the
industrial development of their economy that allowed the family to live in a structure
that was no longer required to be shared with outside workers needed for the family
business enterprise or distant relatives who had nowhere else to live. A single-family
home with privacy and all that it entailsa yard, a space for the private use of the
familyare attractive to over 80 percent of homebuyers recently interviewed in
Builder magazine's 1987 annual survey.

Perhaps most significantly, Americans with the financial ability to do so
have voted their dollars for homeownership. But the question that is left is: "Do
those with a lesser income, if assisted in doing so, also aspire to homeownership?"
Every survey reported indicates that they do. The issue then becomes: "Can and will
the Federal government recognize and take steps to facilitate the opportunity of
Americans to own their homes, and if so, how?"

B. THE ECONOMIC VALUE OF HOMEOWNERSHIP

Homeownership has other dimensions in the national consciousness.
Owner-occupied homes represent a major portion of our real economic wealth.
Wealth accumulation plays a key role in planning for retkement, determining con-
sumer saving and spending, providing bequests to descendants, and influencing na-
tional capital formation and economic growth. In. short, the accumulation of wealth
through homeownership has significant economic impacts and is a key element of the
nation's economic well-being.

Owner- occupied homes have a value of over $3.6 trillion, as shown in Ex-
hibit V-1. This constitutes about 22 percent of total household assets, down from over
25 percent in the late 1970s.

Since owner-occupied housing is a leveraged asset (i.e., part of the value is
financed), and home mortgages do not automatically increase with inflation, home
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equity increased more rapidly than the inflation rate. For this reason, homeowner-
ship has been viewed as an effective hedge against inflation. Home equityas a share
of net worth increased during periods of accelerating inflation, such as 1972 -74 and
1976-79, and, generally, decreased as a share during periods of decelerating inflation,
such as 1974-75 and 1980-86.

In any case, homeownership clearly plays an important role in accounting
for growth in aggregate household sector net worth. However, the significance of
homeownership becomes much more pronouncel when considering the distribution
of wealth.

Significantly, the investment benefits of homeownership are not limited to
middle- and upper-income people. In fact, home equity is one of the most equally dis-
tributed components of net worth. Furthermore, homeownership is a relatively more
important source of asset accumulation for low- and middle-income households than
for the wealthy.

Exhibit V-2 shows the homeownership rate by income quintile and il-
lustrates several important points. First, the overall homeownershiprate is about 60-
65 percent -an important indicator of the widespread distribution of this type of
asset. Second, even in the lowest two income quintiles, nearly one-half of all
households owned homes. Third, over time, homeownership rates have declined in
the lowest income quintile, but increased in the highest income quintile. Reasonsfor
this include demographic changes and trends in interest rates. Over the 1960-83
period, single mothers and persons living alone -population subgroups that tradition-
ally experience relatively low homeownership rates at all income levels-have be-
come increasing proportions of low-income households. But over the same period,
nominal interest rates have trended dramatically upward and have made it far more
difficult for low-income households to afford to buy a home.

To review: Homeownership has been an important contributor to the
growth of aggregate household wealth in the United States. Homeownership has
been an effective inflation hedge. When inflation and inflation expectations were
high, appreciation in owner-occupied realestate contributed to increases in the rela-
tive importance of homeownership as a component of net worth. And, homeowner-
ship has played a crucial role compared with other types of assets in making the dis-
tribution of wealth in the United States more equitable.
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DVS
Homeownership Rate by
Income Quintile

Income lau int k

All
Yeat rawest Second Third Fourth Hithest Qthntlies

1960 51.0 502 592 700 782 61.9
197f 599 512 602 72.4 80.2 62.9
1975 465 53.9 635 73 8 055 64 6
1980 46.1 54.1 62.1 77.7 83 0 65 6
1983 43.4 54.0 63 0 75 8 872 64.7
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C. CONCLUSION

Homeownership should be a cornerstone of American housing potter.
Homeownership provides opportunities as varied as the American people them-
selva. It provides the opportunity for independence, individualism, self-expression,
and a sense of fulfillment Homeownership also gets people involved in their com-
munity, its government, and in the private property system it builds good citizens.
Homeownership provides a place of security and sense of belonging that forges
stability and solid family ties.

The next two chapters examine in detail programs tu achieving widespread
opportunities for homeownership, and ways in which they can be improved.
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VI. Federal Mortgage Insurance

The cornerstone of the Federal government's structure of programs to promote
homeownership over the years has been the use of Federal mortgage insurance. (The
same approach has been effective also in more recent years for multifamily housing
as well.) In contemporary jargon, we would refer to this approach as "credit enhan-
cement."

The mortgage insurance concept takes advantage of the power, the absolute
security, of the Federal credit assurance to act as an engine to generate private capi-
tol for housing. Its appeal is heightened by the fact it has proven an effective way to
lower interest costs to homebuyers, and increase the flow of housing credit, at no
budget cost to the government.

Each of the programs discussed in this section of the report is based on this
remarkably simple yet equally remarkably effective idea of Federal credit insurance.
Each of these programs should be continued, but further improved in the ways recom-
mended.

A. FEDERAL HOUSING ADMINISTRATION

1. Introd ction

The Federal Housing Administration (FHA) was created in 1934 to aC cress
the serious economic and housing problems facing our nation at that time. In addi-
tion to the immediate goals of stimulating the economy and putting people back to
work, FHA was charged with the more far-reaching responsibilities of broadening
homeownership opportunities and providing stability and uniformity to a beleaguered
housing industry.

FHA insurance has allowed lenders to offer more liberal terms to bor-
rowers, expanding greatly the number of families who can afford to purchase their
own homes. Amortization of loans over longer periods and lower cash investments
are two examples of how FHA experience transformed mortgage lending practices in
this country and offered homeownership opportunities to families who otherwise
would be unable to purchase homes. In addition to its financing innovations, FHA
has improved the quality of single-family and multifamily housing construction
through the development of building requirements that have since become the stan-
dard for the industry.
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Unlike many other Federal government initiatives, FHA was founded on
the concept of a public/private partnership. Other than the funds required to set up
the agency, which were paid back in 1940, FHA's basic unsubsidized program [Sec-
tion 203(b)1 has not cost the American taxpayer any money. The more than 15 mil-
lion families who have benefited from FHA mortgage insurance have borne the en-
tire cost and, in fact, have made substantial contributions to the U.S. Treasury. Over
the last three &v.-al years alone, over one-half billion dollars in net profits have been
realized from the FHA Section 203(b) program.

Over Lie years, two principal missions have evolved for FHA's programs.
They are (1) to serve the housing needs of Americans who are not adequately served
by the private sector alone, and (2) to be at the forefront in the development of in-
novative mortgage financing techniques necessitated by changing market conditions.
These, together with FHA's underlying social purpose, compose the foundation on
which FHA has built its programs.

FHA has surely exceeded the expectations of its founders. Like any suc-
cessful organization, however, FHA cannot remain constant. Times change and new
problems arise requiring innovative solutions. In .nis section, the impact of changing
market conditions on the role of FHA is analyzed and proposals are presented to keep
FHA current with the needs of the homebuying public.

FHA's overall share of the home finance market has shifted dramatically
over the years, as has that of the Veterans Administration (VA) financing. The role
of these agencies is significantly smaller today than it was in the 1950s, as private
mortgage insurers have grown in importance in serving a wide range of middle- and
upper-income homebuyer financing requirements. Exhibit VI-1 shows the growth
and changing importance of the various forms of home mortgage insurance over the
past three decades.

While FHA has been tremendously successful in its first 50 years, there are
several forces at work in the marketplace that must be addressed if FHA is to be as
successful in its second 50 years. There are two factors which particularly exemplify
the problem that FHA faces in striving to fulfill its two fundamental objectives out-
lined above. The "affordability crisis" threatens to undermine FHA's ability to
provide lower income families with homeownership opportunities. The compelling
demographic data, presented elsewhere, and the growing housing needs of elderly
homeowners, necessitate that new financing mechanisms be developed to meet these
emerging needs.

For many elderly families, the equity in their home represents their prin-
cipal source of savings. At the same time, studies clearly indicate that the elderly
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prefer to stay in their current housing situation and only a change in life
circumstances, usually deterioration of personal her-1th or death of a spouse, has been
the prime motive behind a decision to move to retirement housing. As a result, new
initiatives must be developed that allow the elderly to tap their equity without having

to change their housing.

2. Proposals

In this section, a variety of proposals are offered to address the issues raised
above as well as to improve FHA's existing programs.

a. General program improvements. Changes should be made to the cur-
rent FHA single-family program to improve its operation and ensure that
homeownership opportunities are available equally throughout the country.

(1) Maximum mortgage ceiling. The maximum mortgage ceiling is in-
tended to target FHA activity to moderate-income homebuyers. However,
it is important that they have generally equitable applicability for the entire
country. While the indexing concept introduced in 1979 legislation is sup-
ported, the maximum cap of $90,000 has served to exclude many middle-
income families in high-cost areas. The scarcity of FHA mortgage activity
in many of the metropolitan areas around New York, San .Francisco, and
other high-cost cities documents this problem. For that reason, MBA
recommends that the current statutory language be revised to eliminate the
$90,000 limitation on FHA mortgages and substitute for it a requirement
that the FHA mortgage limit be the greater of $101,250, or 95 percent of the
area's median sale price. In that way, FHA activity would generally be con-
fined to the lower half of the housing market, but would be available on an
equivalent basis to homebuyers regardless of where they live.

(2) FHA ARM program. When interest rates rise, alternative mortgage
instruments become critical to keep homeownership affordable for many
Americans. The current limitations on the volume of FHA adjustable rate
mortgages (ARMs) of 10 percent of the previous year's origination activity
and the 1 percent cap on an interest rate adjustment in any one year severe-
ly curtail the use of this program. As a result, it is recommended that any
cap on ARM activity be removed and FHA be permitted to insure ARMs
with 2 percent interest rate increases per year with a 5 percent lifetime cap.

(3) FHA's credit budget limitations and insurance authority. FHA's
ability to insure loans is subject to a need for annual reauthorization by Con-
gress. In addition, Congress now sets each year a limit, called a Federal
credit budget limit, on the dollar volume of loans that may be insured.

VI-4
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During 1986, delays in the extension of FHA insurance authority and the in-
crease of FHA's credit authority severely disrupted lenders' ability to work
with FHA's programs and therefore adversely affected homebuyers. These
disruptions delayed closings several weeks and created severe hardships for
bomebuyers and sellers who depended on the continued availability of
FHA programs in making necessary plans involved with buying and selling
their homes. In addition, homebuyers were subjected to considerable un-
expected costs when interest-rate commitments ran out in times of rising in-
terest rates when lenders had no authority to close loans after insurance
authority was suspended. Delays have often resulted from FHA insuring
extensions or from credit increases being held hostage to other more con-
troversial issues.

MBA recommends that FHA's insurance authority be made permanent,
and the FHA credit budget limitation should be eliminated.

FHA should insure all loans to qualified borrowers. As noted earlier, the
mortgage limits effectively constrain FHA's market share to low-, mod-
erate-, and middle-income borrowers. If elimination is not feasible, a rea-
sonable .-ap should be adopted with a notification procedure that gives Con-
gress adequate notice to modify the cap as the need arises.

(4.) Shared-equity program. Since 1983, FHA has allowed shared-equity
arrangements where the investor has no interest other.than a financial one
to obtain high-ratio loans. As a result, sellers have used this program as a
means of selling their homes to borrowers who might not qualify for a loan
on their own. MBA believes that the loan-to-value ratio (LTV) should be
reduced to 85 percent on shared-equity arrangements where the relation-
ship between the parties is strictly a financial one, as it was prior to 1983.
This change would not affect shared-equity arrangements involving family
members or an unrelated person who can demonstrate an established per-
sonal relationship to the occupant that did not arise from the transaction.

b. Responding to demographic change. It is essential that HUD, consis-
tent with its tradition, be at the forefront in the development of a financing
mechanism to address the housing needs of our changing population.

VI-5
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(1.) Senior citizens. Because of the uncertainty with the secondary
market acceptance of a reverse annuity mortgage instrument, as well as
problems dealing with the elderly at the end of the annuity period, HUD
should take a very active role. As a starting point, HUD conducted a study
on reverse annuity mortgages pursuant to the Housing and Urban-Rural
Recovery Act of 1983. Currently pending legislation has provisions for a
demonstration reverse annuity loan program. MBA heartily recommends
that HUD continue its research on this issue as well as other possible alter-
natives in this area, and in any event implement a demonstration RAM
program as soon as possible.

(2.) Housing in rural areas. FHA has opportunities to enable lenders to
more easily do business in rural and exurban areas. For example, while
FHA permits lenders to use local personnel who do not work for the lender,
the mortgagee still must conduct face-to-face interviews and perform other
duties that discourage lender participation. These requirements should be
reviewed and exceptions should be considered for rural areas. In addition,
currently loan correspondents must fulfill a $25,000 net worth requirement,
which inhibits participation in the program. This could be waived for loan
correspondents in rural areas if the lender purchasing a loan from a cor-
respondent assumes liability for quality control over the purchased loan.

c. Improving the Quality of FHA Loans

(1.) Investor program. FHA-insured loans on one- to four-family homes
used as rental housing, so-called "investor loans," have received careful
scrutiny from all quarters of the residential finance industry. FHA took
prompt action by prohibiting such refinancings in May 1985 when abuses
cropped up with investors who were refinancing for more than the current
loan balance and then permitting the new loan to become delinquent.
MBA applauds the action that FHA has taken in this area. While the easy
answer would be to preclude investors entirely from FHA programs in the
future, MBA is concerned about the impact of that decision on the rental
housing market.

For large lower income families, renting a single-family home is often their
only option for housing large enough to accommodate them. We believe
that the underwriting problems and losses can be addressed in a more
precise fashion without reducing housing opportunities for low-income
families. For this reason, MBA recommends that FHA's investorprogram
be retained, but with the loan-to-value ratio lowered to 75 percent of ap-
praised value.
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(2.) Assumability. Loan assumptions have been associated with recent
FHA claim problems. MBA shares FHA's concern about the use of FHA's
simple assumption process by unscrupulous individuals. However, we
believe the current two-year requirement on the evaluation of an
assumptor's credit worthiness is excessive and serves to increase costs to
homebuyers. For that reason, MBA believes that credit evaluation of in-
dividuals who assume FHA properties within 12 months after closing rep-
resents a more reasonable requirement without creating unnecessary costs
to the homebuying public.

d. Organizational Structure and Administrative Changes

At present, the FHA Commissioner does not have direct control over HUD
field offices that carry out FHA's programs. Under the current structure, the FrIA
Commissioner cannot establish work priorities for field offices. To administer a
program of the size of FHA's effectively, it is essential that FHA have direct control
over field office operations. In addition, the regional management concept estab-
lished over 11 years ago has not proven effective. As a result, MBA recommends that
HUD field offices report directly to headquarters and regional staff be reassigned
duties at field offices.

A recurring problem facing FHA is its staffing level, and quality. As
employees retire or resign, the capability of FHA to carry out its monitoring and train-
ing responsibilities in the field offices is reduced.

MBA recommends the following steps to assure adequate FHA staff levels
and quality

(1.) A comprehensive training program should be funded so that FHA will
have an adequate number of employees ready to step in when current
employees retire or resign.

(2.) The grade structure for determining salaries should be comparable to
what individuals receive in the industry. Otherwise, FHA will not be able to
attract and retain the type of talent necessary to manage a multibillion dol-
lar agency.

(3.) With the implementation of the Gramm-Rudman provisions, FHA
staff may be subjected to additional cuts if sequestration occurs. Since the
principal nature of FHA work is the review of lender processing under
Direct Endorsement, the FHA situation is analogous to that of the Federal
Savings and Loan Insurance Corporation (FSLIC) and Federal Deposit In-
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surance Corporation (FDIC). As a result, MBA recommends that FHA
staffing be exempted from sequestration.

B. VETERANS ADMINISTRATIONLOAN GUARANTY PROGRAM

1. Background

The essential fact about the VA home loan program is that it is an entitle-
ment earned by men and women who have served in their country's armed forces.
The program makes possible home loans on more generous terms (no downpayment),
with comparatively liberal conditions for qualifying, and historically no fee for the use
of the Federal guaranty (though in recent years an up-front fee first of 1/2percent,
later raised to 1 percent, has been imposed).

Without the entitlement elements of the program, there would be no spe-
cial need for a separate home loan program for veterans. The FHA program would
suffice. Indeed, the FHA program serves large numbers of veterans, but without the
beneficial features of the VA loan programs to which users are entitled.

The VA home loan guaranty program was established in 1946 for the pur-
pose of encouraging and facilitating extension of favorable credit terms by private
lenders to veterans for the purchase, construction or improvement of homes to be oc-
cupied by the veterans and their families. As with the FHA programs, VA operates
by substituting the Federal Government's guaranty to lenders against financial loss on
loans to veterans for the investment protection afforded under conventional
mortgage terms by downpayments and more stringent underwriting requirements.

Eligible veterans are thus enabled to finance home purchases, even though
they may not have the resources to qualify for conventional loans. Under present law,
home loans may be guaranteed up to 60 percent of the amount of the loan but not to
exceed $21,500. In the event of a default, VA, through its contract of guaranty, pays
the loss sustained by the holder of the loan, up to the amount of theguaranty.

A discussion of the VA program should recognize that the VA's loan
guaranty program is not operated by a housing agency. VA's primary function is to
operate a vast health :are system. The Department of Medicine and Surgery runs
over 170 medical centers, for instance, and employs over 200,000 people. The next
most important role of VA is the administration of the compensation and pension sys-
tems. This function is carried out by the Department of Veterans Benefits (DVB),
which also administers the loan guaranty program. There are approximately 13,500
employees in DVB; approximately 2,000 are in the loan guaranty program.

VI-8
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The VA program is in trouble financially. Since fiscal year 1984, Congress
has appropriated over $700 million into the Loan Guaranty Revolving Fund (LGRF).
The only previous appropriation into the LGRF was in 1963 when the fund was estab-
lished. In addition to appropriations, VA has transferred approximately $500 million
into the fund since FY 84 from other accounts. Funding fee revenues of $250$300
million per year are not sufficient to support the program. The situation is not likely
to improve in the short run. VA's assets are tied up in the some 33,000 properties
which it currently has in inventory.

Although the program was considered self-supporting by the Congress, it
was actually funded by a large portfolio of vendee and direct loans which earned
enough interest income to sustain the fund during short periods of high delinquency.
In FY 81 the direct loan program was terminated and the VA was required to sell its
portfolio of vendee loans. Then losses continued to increase duc to large numbers of
foreclosures first in the Rust Belt area and then the Oil Patch states. Portfolio loans
were sold almost as soon as they were originated in order to fund the deep lcsses to
the LGRF. Shortfalls were made up by appropriations and transfers from the Direct
Loan fund.

The problem loans today are primarily those originated prior to 1983. The
problem loans are also concentrated in the economically distressed parts of the
country. The tightening of underwriting standards'which was started in 1985 and con-
tinued in 1986 appears to be working. Early default experience with loans originated
in 1985 and 1986 is substantially better than in prior years.

2. The "No-Bid" Issue

Under the default and foreclosure provisions of tne VA home loan guaran-
ty program, VA has always had the option of either acquiring a fcreclosed property
and paying the lender the loan amount or leaving the property with the lender and
only paying the guaranty amount (a "no-bid"). Although VA had the authority to ex-
ercise the "no-bid" option, prior to August 1984, it did so only in very isolated cases.
However, in the Deficit Reduction Act of 1984, Congress included a specific formula
that significantly altered VA foreclosure claim practices and forced VA to enter into
no-bids. This change represented a drastic departure from experience of the previous
35 years of the VA home loan guaranty program during which the VA, in almost 99
percent of the cases, paid the entire loan amount to the lender and acquired the
property.

Foreclosures of VA guaranteed home loans have more than doubled in the
last five years, with most of the increase concentrated in geographic areas of the
country that have been devastated by severe economic setbacks. With increasing
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frequency (from 238 cases in 1982 to 5,236 cases in 1986), the VA has been paying the
lender only the guaranty amount and leaving the foreclosed property, that has great-
ly depreciated in value, with the lender. The no-bid situation has caused lenders to
suffer severe losses. With an average net loss per loan of 516,500, industry-wide los-
ses totalled more than 586 million in 1986.

Currently, the statutory formula that determines whether a VA foreclosed
loan results in a no-bid is as follows: If the outstanding debt exceeds the appraised
value of the house (net of VA administrative costs equal to 10.5 percent of the loan)
by more than the guaranty amount, the VA pays the lender only the guaranty amount,
and leaves the lender in possession of the house.

Lenders can no longer accept the risk of originating VA loans, as they did
in the past. Lenders often now underwrite to conventional standards and even re-
quire downpayments. The program objective of assisting veterans who do not have
money for a downpayment or who may not qualify for conventional financing is no
longer being met in many instances.

The forgotten people in the no-bid controversy are theveterans who have
lost their homes. Not only have they experienced the ignominy of a public foreclosure
but they will be asked by the VA to repay the claim amount. This amounts to a debt
to the government of up to $27,500. VA benefits may be offset against the debt. If
the veteran is an employee of the Federal government or the Postal Service, wages
may be garnished. Failing that, VA refers the matter to private collection agencies
and then to the Internal Revenue Service (IRS) so tax refunds can be offset. The
government is serious about its collection program and veterans are going to be
severely hurt. To make matters worse mortgage lenders are required to report the
results of foreclosure sales to the IRS. The IRS, acting independently, considers the
unpaid amount forgiven debt and thus taxable.

These conditions do a disservice to the veterans the program was intended
to help. The Congress is on record supporting continuation of this program.
However, unless the Congress takes steps to re-tore the program to a healthy status,
it will continue to wither. To this end the following actions need to be undertaken:

a. Congress and the Administration should assert their commitment to
the VA home loan guaranty program with adequate support both in the funding for
and in the administration of the program. The VA loan guaranty should be reaffirmed
as an important veteran's entitlement to be preserved. Funding levels should be suf-
ficient to keep the program solvent.
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b. The VA no-bid formula should be amended to address the problems of
economically distressed areas and to reduce or eliminate the penalty to lenders when
the foreclosure process is delayed and the delay is beyond the control of the lender.
Specifically, in no-bid cases when the property value has declined more than 15 per-
cent, the lender should have the option of :

(1.) Taking the guaranty amount and retaining title to the property, or

(2.) Conveying the property to VA and forfeiting 5 percent of the out-
standing indebtedness at the time of liquidation.

problem:
c. The following additional changes would also help alleviate the no-bid

(1.) Delegation of foreclosure authority to lenders to reduce delays in the
bidding and foreclosure process. Congress should grant lenders the
authority to: (a) order the pre-foreclosure appraisal, (b) make the required
calculation to determine whether the VA should pay the guaranty amount,
and (c) determine the appropriate bidding instructions at the foreclosure
sale.

(2.) Costs of avoidable delays in foreclosing loans should be borne by the
VA in cases where the VA is responsible for postponing the expeditious
completion of foreclosure. Interest that accrues after the lender is ready,
willing, and able to foreclose should not be included in the debt amount
used in the calculation to determine whether there is a no-bid. If the VA
acquires the property, the VA should reimburse the lender for the accrued
interest.

(3.) Delays caused by circumstances beyond the control of the VA or the
lender, such as bankruptcy, should be considered in adjusting the calcula-
tion. The lender should have the option to forfeit accrued interest in ex-
change for not having that interest hicluJed in the no-bid calculation.

(4.) Costs of delays caused by forbearance requested by the VA on the
part of the lender in the hope of avoiding foreclosure should not be ci arged
to the lender. Interest that accrues during the forbearance period should
not be included in the no-bid calculation. The lender should be reimbursed
by the VA for the interest accrued during the delay if the VA does acquire
the property.

VI-11
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(S.) Greater use should be made by the VA of the deed-in-lieu of
foreclosure procedure. Acceptance of a deed-in-lieu of foreclosure reduces
the cost of acquiring a property, while preserving a veteran borrower's
credit record it is often the most fair and expeditious route, particularly in
cases where the default is caused by adverse economic circumstances
beyond the veteran's control.

3. Other Programmatic Changes

a. VA maximum loan guaranty. The VA maximum guaranty amount of
$27,500 has not been changed since 1980. As a result, the guarantyamount has failed
to keep pace with appreciat'on in home sales prices, which have increased some 31
percent during tne past seven years, as measured by the median price of all homes
sold. In order for lenders to continue to make home loans to veterans for median
priced homes, the loan guaranty should be increased to at least keeppace with infla-
tion.

b. Adjustable rate mortmes (ARMs). Conventional and FHA mortgage
markets acceptance of ARMs has demonstrated they are beneficialpermitting bor-
rowers and lenders to tailor transactions to borrowers' needs. VA ARMs should be
authorized, without a statutory limitation on the number that can be guaranteed.

4. Organization and Staffing Issues

Adequate staffing, as with FHA, is a chronic problem in most VA field of-
fices. This problem shows up in the extraordinary delays lenders routinely experience
in receiving claim payments from VA. It is not unusual for backlogs to result in delays
of three to four months in the payment of claims, and delays of over three months are
routine in some VA offices.

Understaffing at many field offices is also discouraging veterans, lenders,
builders and brokers from using the VA program. Understaffed offices a.: e unable to
provide the proper level of service to veterans andprogram participants. Thus all par-
ties involved are discouraged and hesitate to use VA guaranteedfinancing.

To make matters worse, the VA program is currently experiencinga talent
gap. Many young, talented individuals have left the VA during the last few years.
Changes in the industry these last few years have given many opportunities to under-
writers and appraisers. The situation is accelerated by the changes in the civil service
rules which eliminated the entry level program for college graduates. There are cur-
rently very few trainee type positions in the VA system. More often than not techni-
cal entry level jobs (underwriters, loan specialists, appraisers) are held by individuals

VI-12
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who were clerks and promoted into these positions. It has become extremely difficult
to fill key management positions during the last few years.

To assure adequate VA staff levels anu quality, MBA recommends that:

a. There should be adequate staffing for the loan guaranty program in all
field offices.

b. Adequate training levels must be restored so that veterans and program
participants will receive a proper, level of service.

Another management move that offers promise for improved administra-
tion of the VA program involves consolidation of VA field offices. The loan guaran-
ty operations in the field are ripe for consolidation. The very small cffices are just too
inefficient. For example, one New England office has just five loan guaranty
employees, and another has nine. The entire New England operation c lid easily be
consolidated into Boston with a very small increase in the Boston work force. A sys-
tematic plan to consolidate functions in the VA home loanprogram would go a long
way in solving some of the manpower and management problems.

VII3

X4



410

VII. The Secondary Market: Federally Chartered Agencies

The foundation of the Federal government's policy toward fostering homeowner-
ship and affordable rental housing rests in a firm and necessary commitment to assur-
ing a stable, reliable, end low-cost flow of private credit to the mortgage market. In
shaping this commitment, Congress created three principal Federal and federally
sponsored financial intermediariesthe Government National Mortgage Associa-
tion (Ginnie Mae), the Federal National Mortgage Association (Fannie Mae) and the
Federal Home Loan Mortgage Corporation (Freddie Mac) to provide a secondary
market for the purchase and sale of single-family and multifamily residential
mortgages. Together, these agencies assist the housing market by garnering private
capital, at the lowest possible cost, to meet the mortgage credit needs of homebuyers.

Ginnie Mae, Fannie Mae and Freddie Mac act to broaden the sources of
mortgage credit; attract investors to the mortgage market who would not otherwise
invest in residential loans; stabilize the flow of credit during cyclical economic
downturns; and channel mortgage funds from capital surplus to capital poor or
regionally distressed areas of the country. In so doing, Ginnie Mae, Fannie Mae and
Freddie Mac help create a level playing field for all mortgage lenders, large and small,
regardless of where they are located but which must now compete with large cor-
porate borrowers in the national and international debt markets. The ultimate
beneficiaries of the secondary market created by Ginnie Mae, Fannie Mae and Fred-
die Mac are homebuyers as well c.. renters who gain from the increased supply and
lower cost of mortgage funds. This is achieved at no cost, in fact at considerable gain,
to the government.

The premier housing finance system this country enjoys, and which is envied
the world-over, would not have been possible without Ginnie Mae, Fanni: Mae and
Freddie Mac. A brief discussion of the history, functions and method of operating of
each is appropriate.

A. GOVERNMENT NATIONAL MORTGAGE ASSOCIATION

Ginnie Mae was created by Congress in 1968 as a part of the U.S. Depart-
ment of Housing and Urban Development (HUD). Ginnie Mae supplies and stimu-
lates mortgage credit that supports the government's housing objectives by assisting
that segment of the housing market for which conventional financing is not readily
available.
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Ginnie Mae accomplishes this mission by guaranteeing the timely payment
of principal and interest for pass-through mortgage-backed securities (MBSs). These
securities are backed by, and generate funds for, mortgages insured by FHA and the
Farmers Home Administration or guaranteed by the VA. Under Ginnie Mae's MBS
program, lenders which are approved by the agency have the primary responsibility of
originating and pooling mortgage loans, then for marketing the securities in the capi-
tal markets. Through this program, Ginnie Mae had guaranteed securities backed by
more than $300 billion of mortgages as of September 30, 1987.

B. FEDERAL NATIONAL MORTGAGE ASS -CIATION

Fannie Mae was created by Congress in 1938 as a wholly owned government
corporation. In 1954, the agency was re-organized as a mixed ownership entity, owned
partly by private shareholders and partly by the Federal government. With the crea-
tion of Ginnie Mae in 1968, Fannie Mae was partitioned from the Federal govern-
ment into a wholly owned, federally chartered, private corporation.

Although the Association is privately owned, it pays Federal corporate in-
come taxes and has stock that is actively traded on major equity exchanges, Fannie
Mae operates as a public-purpose corporation under specific legislative and
regulatory restrictions and controls. It is permitted to deal only in residential
mortgages of the type and with a loan amount prescribed by law. HUD and the U.S.
Treasury Department have authority to exercise regulatory control (general
regulatory control in the case of HUD) over Fannie Mae's operations, programs and
financing activities. Five of the eighteen members of the Association's board of direc-
tors are appointed by the President of the United States.

The primary mission of Fannie Mae is to provide liquidity for residential
mortgages in the market and thereby to improve the distribution of investment capi-
tal available for financing the construction and sale of housing. Initially, it provided
a secondary market for FHA and VA loans only, but in 1970 was authorized to pur-
chase conventional mortgages.

The Association purchases residential mortgages secured by either single-
family or multifamily structures and performs this function in two ways. First, Fannie
Mae buys residential mortgages for its own portfolio with funds raised in the credit
market through the sale of short-term notes and long-term bonds and debentures.
Second, in 1981, Fannie Mae began a highly successful program for issuingmortgage-
backed securities which are backed by pools of loans from its own portfolio, as well as
mortgages pooled by lenders. In 1987, Fannie Mae began issuing real estate mortgage
investment conduits (REMICs), taking advantage of the multiple class securities ap-
proach to achieve lowered yields. In mid-1987, Fannie Mae's portfolio contained $98

VII 2

F ' 425T, T



412

billion of mortgages and the Association had guaranteed $163 billion of mortgage-
backed securities since the inception of those programs.

C. FEDERAL HOME LOAN MORTGAGE CORPORATION

Freddie Mac was created by Congress in 1970 to enhance the liquidity of
mortgage investments and increase the availability of funds for mortgage lending by
developing and maintaining a nationwide secondary market fOr conventional residen-
tial loans.

Chartered by Congress, Freddie Mac is taxed as a private corporation and
has a three-member board of directors appointed by the President of the United
States. These directors also serve as the Federal Home Loan Bank Board, which su-
pervises the operations of the 12 Federal Home Loan Banks and all federally
chartered savings institutions. Originally capitalized at $100 million through sub-
scriptions of non-voting stock purchased by the Federal Home Loan Banks, Freddie
Mac issued preferred stock in 1984. The Corporation's preferred stock may be held
and traded only by federally chartered savings institutions.

Like Fannie Mae, Freddie Mac links mortgage lenders and the capital
markets through its purchase and sales operations. Under the Corporation's pur-
chase program (known as the Cash Program), Freddie Mac buys conventional single-
family fixed-rate and adjustable rate loans, multifamily loans, and second mortgages,
primarily from savings and loan institutu ns, but also from mortgage bankers, com-
mercial banks and various other HUD-a ur;:oved mortgagees. It then sells in the
credit markets pass-through mortgage-backed securities, !mown ..., Participation Cer-
tificates (PCs), which represent undivided interests in tb:.: pool of underlying
mortgage loans. The Corporation also operates a "Guarantor Program," under which
approved lenders swap pools of mortgages for Freddie Mac guaranteed PCs which are
then sold in the national capital markets.

Freddie Mac uses a mix of financing alternatives to accomplish its objectives
but finances most of its mortgage acquisitions through the sale of PCs. It, too, issues
multiple class securities and, in fact, p;oneered in the introduction in 1983 of Col-
lateralized Mortgage Obligations (CMOs), a debt obligation secured by mortgages
but which provides investors with classes of different maturities, and hence a measure
of call protection.
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D. ITHE SECONDARY MARKET AND THE ROLE OF GINNIE MAE, FANNIE MAE
AND FREDDIE MAC

Today, the secondary market plays a vitally important role in providing
funds for residential mortgages, and Ginnie Mae, Fannie Mae, and Freddie Mac have
been highly instrumental in making this possible.

As shown in Exhibit VH-1, during the past five years 1982 through 1986
nearly 80 percent of all residential mortgage loans eventually were sold in the secon-
dary market. By selling mortgages in the secondary market, traditional and non-tradi-
tional mortgage lenders, large and small, replenish their supply of capital from which
they can make new loans to qualified homebuyers.

This was not always so. In the early 1970s, the secondary market provided
only about one-third of all mortgage credit a proportion that increased, due largely
to Fannie Mae, during the "credit crunch" that accompanied the 1974-75 recession.
However, by the end of that decade when demand for mortgage credit was approach-
ing a then all-time high, an expanding number of lenders turned to the secondary
market with increasing frequency to augment their supply of lendable capital. By the
end of the decade (1979), tic ratio of home loans sold-to-originated peaked at 41 per-
cent.

The start of the 1980s witnessed a significant shift toward increased use of
the secondary market by a growing number of institutions for three reasons. First, in-
vestor concerns about double-digit inflation pushed mortgage interest rates to
double-digit levels as the entire credit market experienced unprecedented volatility.
Second, deregulation of the thrift and banking industries increased the need for these
traditional mortgage lender groups to seek shorter term liquid investments. Third,
the attempt by mortgage lenders to satisfy consumer demand for fixed -rate mortgages
without increasing the risk of retaining these loans for portfolio convinced many tradi-
tional portfolio lenders to incorporate the secondary market in their business plans.
As a result of these forces, the secondary market is now the pre-eminent source of
mortgage credit.

The Federal and federally sponsored financial intermediaries have played
a major role in this process. In fact, Ginnie Mae, Fannie Mae and Freddie Mac have
become indispensable players in the mortgage market, as indicated by the data in Ex-
hibit VII-2, which shows the market's growing reliance on these intermediaries. Over
the past five years 1982 through 1986 Ginnie Mae, Fannie Mae and Freddie Mac
loan purchase and mortgage-backed security programs added over $670 billion of
credit to the housing market, an amount equal to 55 percent of the $1.2 trillion of new
mortgage loans originated during the period. By bringing this capital to the mortgage
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market, Ginnie Mae, Fannie Mae :.nd Freddie Mac served over 20 million
homebuyers.

As also shown in Exhibit VII-2, the most recent five-year period is a sharp
reversal from a decade ago when the secondary market and Ginnie Mae, Fannie Mae
and Freddie Mac, in particular, were still in their infancy and when policy makers
searched for ways to moderate cyclical fluctuations in housing finance. Inthose days,
the availability of mortgage credit was tied almost exclusively to the vagaries of new
savings deposits, and disintermediation of those deposits periodically rocked the
housing market. The situation generated by these cyclical swings in the supply and
cost of mortgage credit were succinctly summarized in a preface to a 1972 study com-
missioned by the Federal Reserve Board entitled, "Ways to Moderate Fluctuations in
Housing Construction," which stated:

At the time the project was launched (in early 1970), homebuild-
ing and apartment construction had been severely depressed by the
tight credit conditions prevailing earlier. This was not a unique ex-
perience. In fact, throughout the postwar period, residential con-
struction has always declined appreciably when increases in com-
peting demands for credit together with limits on the aggregate
supply of loanable funds have curtailed available mortgage credit
supplies to homebuyers.

Beyond helping to moderate the cyclical swings in the availability and cost
of mortgage credit, Ginnie Mae, Fannie Mae, and Freddie Mac have the public pur-
pose mission of assisting that segment of the market for which private financing isin-
availabl.e. Ginnie Mae fulfills this role by dealing only with FHA, VA or Farmers
Home Administration insured or guaranteed mortgages which, because of the focus
of these Federal housing programs, benefit the lower end of the homebuying
spectrum that the private market cannot or does not serve.

Fannie Mae and Freddie Mac also primal ily assist homebuyers of moderate
means. This result is achieved by the limits set annually under a Congressionally man-
dated formula on the size of conventional loans Fannie Mae and Freddie Maccan
purchase. The limits for a mortgage on a one-unit homewere $133,250 and $153,100
in 1986 and 1987, respectively. These limits distinguish "conforming" (i.e., those
below the limits) from "nonconforming" (i.e., those above the limits) loans. Data on
the loans actually financed through Fannie Mae and Freddie Mac, however, show that
the vast majority of Fannie Mae's and Freddie Mac's business involves loans well
below the limits set by use of this formula.

For example, of the 13 million homebuyers whose loans were financed
through Fannie Mae's operations in 1986, 30 percent had a mortgage of less than
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$40,000 while 63 percent had a mortgage of less than $70,000. The average loan
amount for all loans acquired by Fannie Mae in 1986 was only $62,000. These num-
bers compare to an average home purchase price of $113,500 and an average home
loan amount of $78,000 in 1986, according to data compiled by the Federal Home
Loan Bank Board.

E. THE FUTURE OF FANNIE MAE AND FREDDIE MAC

In spite of the performance of Fannie Mae and Freddie Mac in moderating
the cyclical swings in the market, broadening the private sources of mortgage credit,
and adding liquidity to the market, there are those who maintain that recent and on-
going market changes render their services less necessary and, hence, they should be
phased down. HUD's recent report on Fannie Mae, for example, includes the follow-
ing conclusions:

If present trends in mortgage finance continue, the agency status
of the (Fannie Mae) portfolio will no longer serve a useful public
policy purpose.

. . . now that Fannie Mae's portfolio operation appears to have
little long-run or short-run effect on either the volume of mortgage
credit or on mortgage interest rates. This suggests that the impor-
tance of agency status to the mortgage market has decreased to the
point at which it is no longer justifiable in terms of public policy
objectives.

A Federal presence in the MBS market is no longer justified by the
need to support the development of pass-through securities.

Similar sentiments have been expressed by others, most notably the Federal
Home Loan Bank Board's Advisory Committee on Freddie Mac which has voiced
support for scaling back on Freddie Mac's ties to the Federal government.

As a matter of sound public policy, MBA strongly believes that such con-
clusions are wrong and should not be pursued for five basic reasons.

1. The Leadership Role of Fannie Mae and Freddie Mac Increase,: the Efficiency
of the Secondary Market

Fannie Mae and Freddie Mac have been at the forefrogt in developing the
secondary market for conventional mortgages. Working together, they have stand-
ardized mortgage documentation, appraisal guidelines and underwriting procedures,
and these efforts have made the secondary market for conventional loans safer and
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more efficient. They have led the drive for developing new mortgage products, in-
cluding adjustable rate mortgages, 15-year loans and second mortgages, that contain
safeguards for the consumer while at the same time providing acceptaole returns to
investors.

The key to the success of the conventional secondary mortgage market,
however, rests with the mortgage-backed, pass-through securities piloted by Fannie
Mae and Freddie Mac. Given the market's favorable reception to these instruments,
Freddie Mac and Fannie Mae mortgage-backed securitiesare extremely liquid invest-
ments. It is estimated that for each $1.00 of MBS outstanding there is $5.00 of trad-
ing annually. As a result of the breadth and liquidity of this market, and the security
associated with agency backing, iatcrest rates on conventional loans sold through Fan-
nie Mae and Freddie Mac MBSs are three - eighths percent or more below rates on
loans sold through nonagency-related outlets.

The leadership role has continued. In 1983, FreddieMac introduced multi-
class collateralized mortgage obligations, the latest development in the securitization
of the mortgage market. More recently, with the approval of HUD, Fannie Mae
began to issue REMICs backed by conventional mortgages. Unlike any other
REMICs that had been issued, Fannie Mae's offering was the first to provide for
monthly accounting to investors of the prepayment experience on the underlying
mortgage collateral. The absence of this data for other REMICsofferings has been
viewed by investors as an impediment to the liquidity of privately issued REMICs, be-
cause of the difficulty it creates in accurately pricing the securities for trading
proposes. Consequently, in this regard, Fannie Mae's leadershipagain set the stand-
ard for the industry, and this will further improve the market's performance.

2. Fannie Mae and Freddie Mac are Vital to Small- and Medium-Sized Lenders

Fannie Mae and Freddie Mac create a level playing field for all mortgage
lenders which daily must compete with large conglomerate, multi-state lenders for
available capital in the national and international credit markets. In 1986, for ex-
ample, Fannie Mae and Freddie Mac purchased nearly S90.5 billion of residential
mortgages from thrifts. Over half of these thrifts hadassets of less than $500 million.
There was a similar business relationship between Fannie Mae and Freddie Mac and
small- and medium-sized mortgage bankers, commercial banks, and credit unions.

This has important implications for lenders and homebuyers alike. It means
that Fannie Mae and Freddie Mac assure access to a reliable source of low-zost funds
for housing for all mortgage lenders, regardless of size. In large metropolitan areas,
it means that local institutions can effectively compete in their market area with large
corporations. In small or rural areas, it can mean that lenders and, in turn,
homebuyers will have mortgage funds available.

VII-9

. s, 1 \
4-*

43.1



418

3. Fannie Mae and Freddie Mac Remain in the Market During Good rimes and
Rad Times

Fannie Mae and Freddie Mac are dedicated to housing. This sole purpose
dedication assures that Fannie Mac and Freddie Mac, if properly equipped and with
their links to the Federal government intact, will remain in the market through good
times and bad times.

This was true even when other financial intermediaries had withdrawn from
the market because volatile and rising interest rates or regional economic difficulties
threatened their profits. Even now, Fannie Mae and Freddie Mac continue to buy in-
vestment quality mortgages from areas, such as the "oil patch" and "farm belt" states.
It is estimated that Fannie Mae and Freddie Mac provided funds for nearly 360,000
homeowners and homebuyers last year in the Southwest. This accounted for ap-
proximately one-third of all housing funds that went into that region in 1986.

Availal.:4 evidence sugg 3sts that other companies which lack Fannie Mae's
and Freddie Mac's exclusive dedication to housing tend to retreat from the market
when there is an onset of economic reversals. Moreover, sales of private multi-class
MBSs dry up when arbitrage spreads narrow to squeeze the profit margins of the is-
suers. Fannie Mae and Freddie Mac, in contrast, continually have demonstrated their
public purpose dedication to housing by providing a continuous market for mortgages.

4. At Present There AreNoViable Alternatir:s That Can Replace Fannie Mae and
Freddie Mac

While new fully private participants and new instruments likely will become
more important over time, this segment of the market simply has not demonstrated a
capacity to provide for particularly those elements of need for which Freddie Mac and
Fannie Mae primarily exist. In 1986, private conduits as a group packaged about $20
billion of new mortgages. In comparison, Fannie Mae and Freddie Mac combined to
supply $192 billion in mortgage funds. The magnitude of this difference between the
voltime provided by the private conduits and the combined amount supplied by Fan-
nie Mae and Freddie Mac clearly indicates that totally private firms cannot replace
Fannie Mae and Freddie Mac. Furthermore, it suggests that any consideration of
scaling back Fannie Mae and Freddie Mac on the hope that private players will fill the
void, at best, is premature.
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5. Most Important, Fannie Mae and Freddie Mac Benefit Consumers and Help
Make Housing More Affordable.

The ultimate beneficiarits of Fannie Mae's and Freddie Mac's presence in
the secondary market are homebuyers. The efficiency of as well as the reduced risks
associated with, these intermediaries' role in the secondary mortgage market lowers
mortgage interest rates. No better evidence exists than a comparison of interest rates
paid by consumers on conventional "conforming" loans (those eligible for agency pur-
chase) and "nonconforming" mortgages. Homebuyers who borrow through Fannie
Mae or Freddie Mac pay an interest rate of three-eighths of one percentage point or
more lower than for a nonconforming loan. Scaling back of Fannie Mae's and Fred-
die Mac's role would lead unnecessari:y to higher interest rates. It would raise inter-
est costs especially for that vast group of moderate- and middle-income borrowers in
the "conforming" market whose rates are kept low today by the direct presence of the
Federal agencies in that market.

F. SPECIFIC POLICY RECOMMENDATIONS

The fact that our housing finance system works so well because of Ginnie
Mae, Fannie Mae and Freddie Mac should not be justification for now sitting back.
The need for a firm and constant Federal commitment to assuring a reliable flow of
low-cost mortgage credit is as essential today, perhaps even more so, than it was over
five decades ago when it first emerged as a goal of national housing policy.

Beyond affirming this Federal commitment to the secondary market agen-
cies, the recommendations below, if adopted, would fine-tune the system. We have
seen a growing segment of our citizens, especially younger Americans, who may never
be able to afford to own a home. They bear witness to continuing obstacles in our
mortgage credit system that we can and should strive to overcome.

1. Government National Mortgage Association

a. Guaranty authority. The Ginnie Mae MBS program is user-demand
driven. Congress should not establish binding commitment activity ceilings for this
program. Gil) ale Mae should be free to operate the MBS program without restraint
or limitation on the dollar amount of commitments the agency can grant each fiscal
year to approved lenders for the issuance of guaranteed MBSs.

Ginnie Mae is a secondary guarantor and can only guarantee securities
backed by mortgages insured or guaranteed by FHA, VA and the Farmers Home Ad-
ministration. In the aggregate, actual issuances of Ginnie Mae MBSs cannot exceed
the combined amount of mortgages insured or guaranteed by these primary insurers.
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The market is disrupted, however, when Ginnie Mae approaches its commitment ceil-
ing because of timing difference's between when commitments are issued under the
FHA or VA programs and when Ginnie Mae issues its commitments. Such disrup-
tions are barmful to the market and hurt consumers. While estimates of program
commitment activity may prove useful for planning purposes, no other purpose is
served by translating such estimates into binding ceilings.

b. Staffing and budget authority. In recent years, the administration of
Ginnie Mae has suffered from the departure of many skilled and experienced staff.
Federal budget reductions have further aggravated the problem at a time when the
program is growing, the volume of securities outstanding has risen, and the number
of institutions approved to do business with Ginnie Mae is expanding.

Ginnie Mae must be fully equipped with sufficient, well-trained staff to
monitor its program anu the performance of its approved issuers.

C. Technological improvement of Mae programs. Since the incep-
tion of the Ginnie Mae MBS program, the securities markets have undergone sig-
nificant technological changes, especially as a result of automation. Despite many of
these changes, Federal security laws and regulations relating to electronic book-entry
ownership of Ginnie Mac MBSs remain unchanged.

There is a need for a thorough evaluation of securities laws and regulations
aimed at allowing maximum use of technologically advanced systems. This is needed
especially in light of Ginnie Mae's recent requirement for its guaranteed securities to
be issued and held in the Mortgage Backed Securities Clearing Corporation, a
privately owned and operated depository for Ginnie Mae securities.

Additionally, Ginnie Mae should modify its MBS programs to accom-
modate. advanced automated systems now available in the credit markets for the pur-
poses of security issuance and trading. In particular, Ginnie Mae should take steps to
phase out the issualre of ginnie Mae I securities and require all new securities to be
issued under the techrh,.ogically superior Ginnie Mae II program.

2, Federal National Mortgage Association

a. Usu.' fees. Housing policy airaed at assuring a reliable source of
mortgage crec:it sr he lowest possible cost to the consumer is inconsistent with the
imposition of any new taxes or ue;:r fees on the cperations of Fannie Mae beyond that
which fete Association cnnently pays by way of iet:eral corporate income taxes.

r theLegislation should be enacted to prevent the imposition of any user ZZCS on
Fannie Mae prograr....
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b. Permanent authority to issue REMICs. In April 1987, HUD approved
Fannie Mae!s plans to issue S..5 billion of REMICs backed by conventional mortgages
through July 1988, despite the full and unlimited authorization implicitly granted to
Fannie Mae by the Tax Reform Act of 1986.

REMICs offer the promise of lowering mortgage rates for consumers. Fan-
nie Mae has proven to be a leader in setting the standard for these new types of
mortgage-related securities. As a matter of housing policy, Congress should confirm
Fannie Mae's unlimited authority to issue REMICs.

c. Permanent authority to buy second mortgages. Fannie Mae's authority
to buy and sell conventional second mortgage loans expires during 1987. The second
mortgage program operated by Fannie Mae has proven to bea safe tool for consumers
to finance their housing transactions. At a time when there isconcern about the safety
of home equity seconds, a type of mortgage loan Fannie Mae does not buy, it is im-
portant for Fannie Mae to be granted permanent authority to supply funds for second
mortgages.

3. Federal Home Loan Mortgage Corporation

a. User fees. Already taxed as a corporation under Federal tax laws, Fred-
die Mac should not be required to pay any additional taxes or user fees beyond that
which it currently does. To impose new taxes or fees would raise mortgage interest
rates to all consumers unnecessarily.

b. Permanent authority to issue REMICs. As a matter of Federal hous-
ing policy, Freddie Mac, like Fannie Mae, should be confirmed as having permanent
and unlimited authority to issue REMICs.

c. Permanent authority to buy second mortgages. Second mortgages have
been proven to help consumers finance their home purchases, and, for this reason,
Freddie Mac, like Fannie Mae, should have permanent authority to buy second
mortgages.

d. Full devolution of stock ownership. There are in place unnecessary
restrictions on ownership of the Corporation's stock. Freddie Mac's stock should be
offered for sale to its entire diverse seller/servicer network, as well as the general
public.
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G. REGULATION AND TAX TREATMENT OF MORTGAGE - BACKED SECURITIES

Considerable progress has been made in recent years in updating Federal
statutes relating to mortgage-backed securities. Recent amendments have recog-
nized changes in financial market technology and have removed largely unintended
hurdles to the use of the most efficient securitization vehicles as they emerge. Never-
theless, in this rapidly evolving field, further legislative opportunities to improve the
regulatory environment can be identified.

MBA has consistently endorsed measures aimed at increasing the competi-
tiveness and efficiency of the mortgage-related securities market, including the
nonagency-related market. The measures suggested below are aimed at enhancing
the role of that market through loosening of unnecessary restrictions rather than
through limiting the role of the Federally related agencies.

1. Secondary Mortgage Market Enhancement Act of 1984 (SMMEA)

Although SMMEA does much to alleviate certain competitive burdens
faced by private MBS issuers through amendments to the Securities Act of 1933 (1933
Act) and the Securities Exchange Act of 1934 (1934 Act), there remain certain areas
under the Federal securities laws which can be further amended to expand the private
secondary mortgage market. These areas include: .(1) broadening the definition of
"mortgage security" under the 1934 Act (thus entitling a wider range of private MBSs
to certain exemptions under the 1934 Act), (2) amending the net capital rules ap-
plicable to brok:aiikalers of private MBSs, and (3) clarifying exemptions from SEC
tcgistration under the 1933 Act for private iviBS transactions.

a. Definition of mortgage-related security. Section 101 of SMMEA
amended Section 3(a) of the 1934 Act by defining a mortgage-related security as, in
part, a:

security that is rated in one of the two highest rating categories by
at least one nationally recognized statistical rating organization
and represents ownership in one or more promissory
notes ... which are directly secured by a rust lien on a single par-
cel of real estate ...

The SMEEA definition of "mortgage-related security" should be amended
to cover MBSs receiving one of the top four categories used by at least one nationally
recognized rating organization.

VII-14
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The term "investment grade" is commonly interpreted to cover the top four
categories by the nationally recognized rating firms, extending down to BBB under
Stan& d and Poor's designations. Expansion of the eligible collateral for securidza-
tion to include the top four ratings would offer MBS investors a measured reassurance
regarding the quality of the security while allowing the market sufficient flexibility to
issue securities backed by a range of mortgages with varying degrees of investment
quality.

b. Net capital rule. The Securities and Exchange Commission (SEC) has
developed its net capital rule (Rule 15c3-1) under Section 15(c)(3) of the 1934 Act.
The rule is designed to ensure that broker/dealers maintain adequate financial li-
quidity in the event of adverse market fluctuations.

In computing net capital, a broker/dealer must deduct from its net worth a
prescribed percentage of the value of the securities carried in its accounts (a "hair-
cut"). The haircut is based upon detailed analyses of market fluctuations over a
period of years and the maturity of the securities. The net capital rule currently
provides separate haircut schedules for a variety of securities, includinggovernment
securities (i.e., "securities issued or guaranteed as to principal or interest by the
United States or any agency thereof"). Haircuts for government-issued securities are
set at lower percentages than for nongovernment securities.

Mortgage-backed securities which are issued by Fannie Mae and Freddie
Mac and those which are guaranteed by Ginnie Mae are granted thesame treatment
under the SEC's net capital rules as are United States Treasury securities. Thistreat-
ment permits dealers to carry sufficient amounts of these MBSs to providea highly ef-
ficient government-related secondary market. The smaller amount of private MBSs
which dealers may carry with a given commitment of apital has impeded thedevelop-
ment of the secondary market for these securities.

We suggest, therefore, that the SEC explore appropriate ways to assure that
private investment-grade MBSs (i.e., private MBSs receiving one of the four highest
ratings by a national:, recognized statistical rating organization) are not burdened
with excessive net capital requirements by the SEC. This would encourage more
broker/dealers to carry larger amounts of private MBSs in their inventories and result
in greater liquidity for these MBSs, which, in turn, should tend to lower interest rates
to borrowers and help develop the private, nonagency-related market for mortgage-
backed securities.

It is suggested also that Congress and the SEC exploreways to exempt from,
or reduce the costs of, registration requirements under Section 5 of the 1933 Act to
any private investment-grade MBS issues. Statistical ratings may indeed provide bet-
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ter protection to MBS investors, both small and institutional alike, than SEC registra-
tion because of the superior methodology of analysis developed by these agencies in
rating private MBS issues. The significant cost savings from a registration exemption
or some type of streamlined registration for investment grade MBSs could facilitate
the further expansion of the fully private secondary mortgage market.

2. REMICs

The Tax Reform Act of 1986 includes the so-called REMICs provisions
which very significantly enhance the efficiency of the issuance of multiple class MBSs.
However, the legislation denies real estate investment trusts (REITs) the ability to
participate in the use of the REMIC vehicle on an equal basis with other issuers.

The problem lies in the recognition of gain by a REIT resulting from the
sale of regular interests through the REMIC vehicle. Under the tax code, Section
856(e)(4) provides that, in order to qualify for REIT status, no more than 30 percent
of an entity's gross income may be derived from sales of a list of specified assets, which
includes interests in mortgages held less than four years. Under many circumstances,
the gain realized through the sale of REMIC interests would exceed 30 percent of the
entity's gross income, thus disqualifying its status as a REIT. In addition, the
prohibited transaction rules may apply to gains recognized on certain sales of inter-
ests in real estate mortgages. Because the issuance of securities through the REMIC
vehicle is treated as an asset sale and not as a financing for tax purposes, REITs do
not enjoy the same flexibility in issuing REMICs as they currently enjoy in issuing
CMOs.

It is recommended that REITs be enabled to issue REMICs on a fully equal
basis with other issuers.
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VIII. The Delivery of Rental Housing

A. DEFINING THE NEED FOR RENTAL HOUSING

In 1983 (the last year for which detailed statistics are available), there were 29.95 mil-
lion renter households (35 percent of total households). Of those households, 49 per-
cent were adequately housed within their ability to pay for the units. That left 51 per-
cent of all renter households with housing problemseither because the units were
inadequate, the family was crowded or the household was paying more than 30 per-
cent of income for rent (or some combination of those problems). The most pervasive
problem for renters was the cost of housing 33 percent were cost burdened.
However, almost 14 percent lived in inadequate units (more than 4.1 million
households). (See Chapter N.)

This chapter provides a conceptual framework for defining the Federal
government's role with respect to these two broad groups of renter households:
Those which do not require assistance, and those which do require assistance. It goes
on to define appropriate roles for state and local levels of government and for the
private sector in the delivery of rental housing assistance.

B. ROLE OF THE FEDERAL GOVERNMENT IN UNASSISTED RENTAL HOUSING

The Federal government has a unique and vital role it, the provision ofade-
quate rental housing. For the large number of people w:lo can afford housing
produced by the private sector, the Federal government's role is simplyto assure the
smooth functioning of the private market. The Federal government has beenprovid-
ing this service adequately through FHA mortgage insurance pi ugrams (both single.
family investor and multifamily programs), the secondary market programs of Fannie
Mae, Freddie Mac and Ginnie Mae, and through generally favorable income tax laws
(at least until the 1986 changes).

To assure a continued flow of private capital to rental housing and to assure
the maximum utilization of the private sector in meeting the nation's rental housing
needs there are a number of specific legislative and regulatory refinements and
chr ..! is in these areas that we recommend. These are:

1. Readjusting the income tax laws to realistically reflect the economicsof
investments in rental housing and congregate living quarters, particularly for lower in-
come people. (See Ctalpter XI for details.)
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2. Increasing the maximum mortgage amounts for FHA insured projects
and indexing the mortgage amounts so that they are automatically increased in ac-
cordance with a formula tied to an appropriate cost index.

3. Adequately funding FHA to provide sufficient staff and resources for
FHA to administer its programs. We are particularly concerned that FHA have ade-
quate, trained staff at Headquarters and Field Offices to priimptly process applica-
tions for full insurance for multifamily projects and to carry out its responsibilities
under the multifamily co-insurance program.

4. Allowing the expansion of the purchase programs of Fannie Mae and
Freddie Mac and otherwise encouraging the development of a secondary market for
multifamily mortgages.

5. Encouraging FHA to maintain its role as an innovator in mortgage
finance.

C. THE FEDERAL ROLE IN ASSISTED HOUSING

The Federal government has a commanding role to play in providing struc-
ture for and assuming large portion of the expense of providing decent housing to
those unable to afford it. The Federal government should reassert its leadership role
in this area and reaffirm as a national goal that adopted by the Congressin 1949 of "a
decent home and a suitable living environment for every American family." There
are simply not sufficient financial resources at the state and local levels, distributed in
such a way to make this goal a reality without consistent and substantial financial as-
sistance from the Federal government.

The delivery of multifamily rental housing for low- and moderate-income
persons has historically been stimulated by direct Federal intervention. Federal
housing insurance, public housing and, more recently, rental assistance subsidies have
provided the necessary impetus to spui the development ofmore than four million
units nationwide. Additionally, tax code incentives have helped to generate the
production of housing for low- and moderate-income persons. Tax-exempt bond
programs, for example, have financed the development of approximatelyone million
rental units nationwide. Exhibit VIII-1 displays the numbers of federally assisted
housing units under the various programs over the past two decades. Exhibit VIII-2
displays the sharp decline in commitments in recent years.

As a direct result of Federal intervention, the delivery system has expanded
over the years and become far more sophisticated. The system has produced an
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educated constituency of professional and public citizens who have assumed greater
amounts of responsibility within the delivery network.

With few exceptions, the delivery systems for assisted rental housingin-
cluding public housing authorities, state housing agencies, community development
corporations as well as neighborhood housing service corporations, and private
development entities specializing in low-income housing developmenthave all
relied upon Federal assistance and support.

The so-called new federalism of the 1980s generated a series of program
and policy directives with respect to housing with one principal aim: to redirect the
responsibility for homing policy and programs to the state and local level. This fun-
damental shift in responsibility was premised upon a series of factors: (1) the ability
to better identify specific housing problems and needs at the local level; (2) recogni-
tion of regional/local housing market differences; and (3) proximity of human resour-
ces at the local level to meet specific local needs. The effort to place an ever increas-
ing amount of responsibility on public/private sector entities at the local level has also
been fueled by an unquestioned need to reduce the current Federal deficit.

Although considerable responsibility has shifted to the state and local
levels, it is not realistic to expect that delivery systems which have matured through
direct Federal intervention can now "stand on their own." There are three major
areas where a continuing Federal presence is essential.

1. Political Leadership

The Federal government since tLe late 1930s has been the primary initiator
of housing programs. It has been a primary source of inspiration and political leader-
ship in housing at a number cf critical junctures in our history (i.e., the Depression,
World War II, and the urban conflicts of the mid-siqies). The Federal government's
response to these and other circumstances in our nation's history has created a legis-
lative and programmatit framework wherein decent affordable housing has been
made available to those of low- and moderate-income. The Federal government's
responsibility to provide housing assistance to those most in need has been acknow-
!edged by every administration, from the first term of Franklin Roosevelt and the
programs of the New Dee' on through the "safety net" concepts of the Reagan ad-
ministration. Without question, a responsibility at the Federal level has been estab-
lished. Federal leadership in housing is an established fact which cannot be avoided.

2. Resource Availability

State and local governments, nonprofits, and the private sector together
cannot marshall in an equitable manner all of the resources, particularly financial
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resources, necessary to replace the Federal government in the delivery of housing.
The Federal government l necessary resources and the ability to allocate them
fairly across the country, which call be utilized to generate new housing opportunities
including: tax revenues, debt capital, credit enhancements, and tax deferral
mechanisms and credits.

The ability to use these resources to generate new housing supply and to
maintain the existing supply of affordable housing in those areas where the needs are
greatest surpasses local capacity to meet those needs. Said differently, state and local
governments and the private sector have resources to meet housing needs, but local
resources will tend not to be matched with local needs.

3. Tax Treatment of Housing

Defining the tax treatment of residential real estate is a primary but not ex-
clusive role of the Federal government. Prior to the Tax Reform Act of 1986, there
was a clear pro active Federal role in the context of encouraging new development of
rental housing, particularly for those of low and moderate income.

The 1986 Tax Reform Act imposes stringent income targeting and other
restrictions on the use of tax-exempt financing, and volume caps on multifamily in-
dustrial development bonds.

D. STATE AND LOCAL GOVERNMENT ROLES IN ASSISTED HOUSING

We say, above, that there are roles in the delivery of assisted housing that
must be carried out at the Federal level. It is just as true that these art functions best
performed by state and local levels of government.

First, there is a growing desire and will to meet and deal with housing
problems at the local level. In part this has emerged as the Federal government has
withdrawn from a commitment to housing; there has been a shift of leadership from
the Federal to the state and local levels. In part the shift is a manifestation of direct
participation in Federal housing programs, most notably the Community Develop-
ment Block Grant Program. State and local governments in ever increasing numbers
also are, on their own initiative, developing new program concepts to meet local
market needs. State housing trust funds and state supported rental assistance
programs are but two examples of an emerging focus on housing at the local level.
Capacity building at the state and local level has been underway for more than twen-
ty years if one uses involvement in Federal spending programs as a measure, longer if
one looks az local involvement in health, building codes and zoning.
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The poor, therefore, are best served by local housing authorities through
the low rent public housing program. Because the supply of public housing is current-
ly inadequate for the need, we suggest that a national housing policy should have a
component for the construction or acquisition of new public housing units to serve
this group as well as the repair and modernization of existing housing projects. In
making this recommendation, we acknowledge the serious problems existing in the
public housing program today. While we believe these problems are correctable, we
leave it to groups more conversant with public housing to address these issues.

3. The Elderly and Handicapped

Elderly and handicapped individuals have special needs for housing specifi-
cally designed to accommodate to their physical condition. These range from group
homes for the handicapped to board and care facilities for the elderly. The Federal
government can do much for this group merely by providing FHA insurance programs
designed for their needs. However, subsidies will be required for many of these
households because they are ottea lower income.

We would support the continuation of all of the current programs for hous-
ing senior citizens, including the Section 202 program. But we believe consideration
should be given to replacing direct loans under Section 202 with an interest subsidy
program. Such a program would more directly involve the private sector in provid-
ing this housing and could be less costly to the government. (See also Chapter X.)

4. Low- to Moderate-Income Households

Households with low- to moderate-income (generally above poverty level,
bu, below local medians) car_ be most effectively and most economically assisted
through maximum use of the private sector. The private sector knows how to build,
finance and manage housing in the most cost-effective and efficient manner. That ex-
pertise should be used to the maximum extent feasible when the target population
primarily needs decent housing and does not have substantial other social problems.
The private sector, however, needs assistance in providing housing at rents that low-
to moderate-income families and individuals can afford. There are a number of
programs now in use that, on a small scale, are available to assist in providing this
housing.

a. Tax-exempt bonds are being used to finance the construction of
projects where 20 percent of the units will be affordable to very low-income
households. While in a few areas this program is workable, in most parts of the
country the lower interest rate is not alone sufficient to produce feasible projects.
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b. The low-income tax credit is being used on a small scale by developers
to produce units for occupancy by low- to moderate-income families and indiviu tals,
but this program, too, has limitations and it is toe new to be able to assess its impact
completely.

c. Rental Housing Development Grants (HoDAGs) are producing some
units for low- to moderate-income households but, again, the numbers are very small
compared to the need.

Each of these programs should be reviewed and modified to make them
feasible in more areas and conducive to larger volume production. However, even
with the refinement and expansiot, of these programs, a national scale and more
universally workable housing assistance program for low- to moderate-income fami-
lies and individuals is needed. The first question to be addressed in designing such a
program is the extent to which reliance should be placed on new versus existing hous-
ing.

C. BALANCING THE PRESERVATION OF EXISTING AND THE SUPPLY OF NEW
HOUSING

In the final analysis, most people agree that a comprehensive housing policy
needs to strike a balance between reliance on new and existing housing. But, for
reasons set out below, we believe the policy principle should be:

where local housing market conditions allow, housing policy
should look first toward the use and preservation of the existing
stock of housing and surrounding community facilities, before
demolition and new construction is undertaken.

Existing housing is often where the people are who need help. It often has
character, charm and economic value. In all, we should look to preserve the existing
stock, and to use it as a vehicle for providing housing to those in need. All of the
recent data indicate the primary problem of obtaining adequate housing is one of af-
fordability. Where adequate units are available in the marketplace, but at rents not
affordable to those seeking shelter, the most effective and least costly method of as-
sistance is clearly an income-transfer program such as housing vouchers or rent cer-
tificates.

However, demand side programs, by themselves, will not address all of the
Nation's housing needs. A recent report from the Congressional R tsearch Service of
the Library of Congress (No. 87-81F, January 30, 1987) found that:
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Using data from the 1982 and 1983 Metropolitan Area tapes of the
Annual Housing Survey, this study uses simulated moves of
households to determine whether the supply of standard quality.
vacant rental units is sufficient to rehouse renter families living in

unsatisfactory housing, when household size and number of
bedrooms are considered. The study found that no housing market
area had a sufficient supply , although the extent of the deliciency

varies greatly. Less than half the variance was explained by dif-
ferences in vacancy rates. The findings confirm the need to con-
sider the characteristics of both the housing stock and the
households in unsatisfactory housing in the diverse local housing
areas throughout the country, when determining nationalhousing

policy (Exhibit IX-1).

These findings are reinforced by the record of the Section 8 Existing Hous-
ing Program. While experience differs among areas, and while preserving andmaking

effective use of the existing stock is an essential element of housing policy, the
President's Commission on Housing reported that as of 1982, over half of the Certifi-
cate holders were unable to find suitable housing within 60 days with approximately
three-fourths of the households with four or more children unable to find acceptable

housing.

Even though a housing voucher program has been the primary focus of the
current Administration, HUD Secretary Samuel Pierce has acknowledged repeated-
ly, before Congressional committees and in other public forums, the need for a supp-
ly-side con%:,-, ,lent to any effective housing program. In testimony before the Sub-
committee on dousing and Urban Affairs of the Senate in 1985, he stated that a Rand
Corporation study "shows that there is no shortage of rental housing nationwide. I
underscore the word nationwide, because they did find that there were some
shortages in certain communities or localities." This is as true today as it was in 1985,

if not more so.

D. DESIGNING A BROAD-BASED, LOW- TO MODERATE-INCOME HOUSING
ASSISTANCE PROGRAM

In considering the need for Federal and federally supported housing

programs for low- to moderate-income renal housing, we have focused on using ex-
isting concepts and programs. We took this approach for three basic reasons: (1)

many of the current program.., are basically sound and can be made more efficient and
workable with only minor changes; (2) it is easier to develop a consensus on the value
of and support for known programs than for newly created programs; and (3) any new
program would require a lengthy start-up phase while guidelines are written, program
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participants learn to use the program, and investors become comfortable enough to
invest in such a program.

This does not mean, nor would we recommend, continuing or reviving ex-
isting statutory programs without change. Most of the programs have problems which
we believe can be resolved without a major new program design. This report does not
attempt to go into such detailed analysis and suggestion; but we are prepared to work
with the Committees of the Congress and with the various agencies to improve and
enhance their use.

Even with the refinement and expansion of existing programs, a national
scale and more universally workable housing assistance program for low- to
moderate-income families and individuals is needed. We recommend a program with
the fellowing characteristics:

1. New construction or rehabilitation of projects in which 20-25 percent
of the units would be set aside for low-income occupancy.

2. The projects could be financed through FHA insured or conventional
mortgages which could, in turn, be financed with tax-exempt bonds or a direct inter-
est subsidy program.

3. Rental assistance payments (through the "Rental Supplement" or the
"Section 8" programs) would be available for the :ow-income units so that tenants
would have to pay no more than 30 percent of their income for rent.

4. The rent subsidies would be contracted for a 20-year term with the
government having the option to renew the subsidy contracts at the end of 20 years if
the units are still needed to house low-income households.

Such a program combines the best attributes of many of the former sub-
sidized housing programs. It does not concentrate a large number of low-income
households in single projects. The mix of incomes achieved in a 20-25 percent sub-
sidized project is beneficial to tenants, landlords and neighborhoods. It is important
that FHA insurance be available for these projects, particularly in the early stages of
the program and in areas where state housing finance agencies are unwilling or un-
able to finance the projects without insurance. Also, the use of tax-exempt bonds, or
interest subsidy payments, is important in order to lower the rents on unassisted units
in the projects, which will allow occupancy by moderate-income families of the 7540
percent nonsubsidized units. Such assistance is particularly needed in areas with very
tight rental markets such as in suburban areas.
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The rental assistance payments are necessary tc allow occupancy by low-
income households. The % Jst of construction and financing are such that even with
rent skewing (i.e., charging higher rents for the unsubsidiud units), rents would notbe affordable to the households most in need without rental assistance. The major
flaw in many of the housingprograms of the '60s was the inability of tenants to afford
rents which reflected increasing operating costs and the lack of a subsidy vehicle topay them.

The government's option of renewing the contract on the abisted units tomaintain low-income occupancy beyond the initial contract period avoids the
problem of displacement at the end of20 years without changing the originalcontract.

As mentioned earlier, the need for new production of assisted housing
varies geographically and by unit size. New construction (and rehabilitation), becauseit is so expensive, should be limited to those cases where it is clearly demonstrated
that an income transfer-type subsidy is insufncient. Local and stategovernments have
a vital role in assessing their needs and determining the appropriate program for theirjurisdictions.

E. BLOCK GRANTS FOR HOUSING

A variation and supplement to the above approach that perhaps deservesconsideration is the idea of allocating a portion of Federal housing assistance funds
to state or local governments in the form ofblock grants for housing. The funds wouldbe allocated in accordance with a needs-based formula. States and localities could usethe funds either through a means of established Federal programs or in programs of
their own design; they would decide,set forth a "plan," and receive fundingupon ap-proval of their plan.

This approach goes the farthest in recognizing, on the one hand, that theFederal government can most equitably muster financial resources, but on the other
that local and state officials often are in the best position to select, develop, and
manage specific programs suited to the local environment. Eligible recipients wouldbe, for each jurisdiction, a single public entity designated by the jurisdiction. Eligible
program activities could include, in part,use of the funds allocated in the form of rent-al assistance contracts; direct loans; locally developed programs for interest
buydowns; grants for construction and rehabilitation; group shelters and supportingservices for the homeless, handicapped or children without families; code enforce-
ment and relocation assistance; and residential counseling and other direct supportservices.
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F. A "SUITABLE LIVING ENVIRONMENT"

1. Defining the Problem

Housing conditions and housing needs are not just numbers, and cannot be
looked at meaningfully without also considering the surrounding physical environ-
ment.

Housing does not mean just bricks, mortar, and plasterboard. It means a
place to live within what Congress has called a "suitable living environment." Hous-
ing should not be too far from employment opportunities, or from stores and other
services, such as medical facilities. This environment usually means a neighborhood
with local schools, churches, and recreational opportunities. It is a neighborhood
protected by police and fire departments, reasonably safe from crime, with water and
sewer and trash collection. For the vast majority of homeowners and renters, a
suitable living environment is taken for granted. In certain urban areas, it is not.

Blighted urban areas, once called "slums," are characterized by abandoned
housing, vacant shops, lack of jobs, and public grounds and buildings in di.sepair.
Many residents are often on welfare or social security. These neighborhoods are un-
safe; few people walk about at night; there may be arson, vandalism, and drug use and
dealing.

Some blighted urban aitas have been blighted for more than a generation.
In the roster of cities burned during the urban riots between 1965 to 1968Watts in
Los Angeles, Detroit, parts of Washington, D.C., Newarkthe devastated sections
have in only limited signs of revitalization. Downtown Washington and Los An-
plc.. .: all the office buildings a city could hope for, but their blighted areas are
only a.aginally improved from the mid-1960s. Living in sections of the South Bronx,
L':_st St. Louis, Roxbury in Boston, or Brownsville in Brooklyn offers as little hope
today as it did twenty years ago.

Government policy has acknowledged the fact that housing is inseparable
from the areas where the housing is located. The Housing Act of 1949 sets as its ob-
jective:

... the revitalization as soon as feasible of a decent home and
suitabk: living environment for every American family, thus con-
tributing to the development and redevelopment of communities
and to the advancement of the growth, wealth, and security of the
nation.
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That Act authorized urban renewal efforts wItich 1t. sled blighted urban
areas, often with little assurance that something else would be built on the vacant land.
In 1966, Congress enacted a "MOtiCi cities" demonstration program. In 1967, Presi-
dent Johnson appointed a National Commission on Urban Problems, chaired by
Senetor Paul Douglas.

In 1968, the creation of a new cabinet-level department in the Federal
Government was entitled "Urban Development" as well as "Housing." In 1974, the
Housing and Community Development Act urged the "development of viable com-
munities, by providing decent housingand a suitable living environment and expand-
ing opportunities, for per:,..1ms of low and moderate income."

The 1974 Act created the Community Development Block Grant program,
replacing a half-dozen individual grant programs. It was followed in 1977 by
euthorintion of Urban Development Action Grants (UDAG) and brief Federal at-
tention to support for neighborhoods and for community activist groups as a way to
revitalize the cities.

The current Administration has been unwilling to allocate new resources to
creating a "suitable living environment" inblighted urban areas. Its primary initiative
has been Enterprise Zones, a plan to designate certain blighted areas and provide tax
incentives and promises of less government regulation in order to encourage the loca-
tion of Lesinesses in the zone. The initiative has been blocked by Congress on the
Federal level, but a number of states have enacted enterprise zone

Why has there been so little national attention given in recent years to Wan
problems? Probable reasons include:

a. Complexity of the problems. Blighted urban areas have so many seem-
ingly insolvable problems that governments are tempted to throw in the towel. Aging
infrastructure, overcrowded transportation facilities, crime and drug abuse are among
the many urban concerns that demand Federal, state and local funds. Older cities in
particular are faced with the fact that so many of their residents are poor. In 1984, for
example, one-seventh of New York City's population was on welfare and the percent-
age was higher in Boston.

Urban poverty has a racial context as well. In 1985, nationally, 32 percent
of black persons were below the poverty level, about three times the ratio for whites.
Althouzot there have been radical changes to eliminate discrimination since the Na-
tional Commission on Civil Disorders in 1968 cont ,.ded that the nation was "moving
toward two societies, one black, one white separate and unequal," the plight of resi-
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dents in blighted urban areas remains an issue involving primarily black and Hispanic
Americans.

Manufacturing firms were once the primary employers of urban workers,
but manufacturing has declined significantly as a percentage of total employment.
Blue-collar jobs and manufacturing facilities have moved south, west, or to the sub-
urbs. Virtually no manufacturing firms moved to central city locations.

The service economy has replaced manufacturing as a chief source of
employment in cities. The downtown business districts are thriving in many cities, but
the jobs available are fr- the skilled and educated, not for the poorly educated resi-
dents. The blighted areas of the central cities provide the homes for those who can-
not go elsewhere. In many of these areas, recent immigrants have joined the un-
employed, choosing the cities because of the proximity of other recent immigrants and
sufficient municipal or private support services so that no one need be without food
or shelter.

b. BeliefIn gentrification. A second reason that may partially explain the
lack of current government action to improve blighted areas is a hope by many that
blighted areas of central cities will be gentrified. That awkward word covers such
trends as the conversion of abandoned industrial buildings to small offices and apart-
ments for the relatively affluent. "Yuppies" (young urban professionals) and "clinks"
(double income, no kids) remodel urban houses when once they might have fled to
the suburbs. Gentrification, as George Sternlieb points out in Patterns of Develop-
ment, has been prevalent only in certain cities, such as Philadelphia, New York, Bal-
timore and Boston. In the industrialized frost-belt citiesHarrisburg, Akron, Buf-
falo, for example there is little sign of revitalization through gentrification. In most
cities, the white middle class has left the central city for the suburbs, and it has been
followed by an incleasing departure from tne cities of the black middle class. The
level of public school education in the central city is often a factor in the move to a
more affluent suburban neighborhood.

Gentrification should be encouraged because, as Sternlieb says, "the poor
need the ..-ich." He also points out that there are a few cities, evidencel by massive
new office buildings and vigorous central-city hotel business, where revitalization has
helped make the city partially independent of state and Federal grants. These cities
have the fiscal strength to provide social services for the poor. The smokestack cities,
however, have not been revitalized or gentrified, and these cities are forced to cut so-
cial services for the poor because of fiscal problems.

c. Budget cuts and the national mood. A third reason for lack of en-
thusiasm for urban revitalization programs is the budget for Federal, state, and local
governments. The United States has such a large Federal deficit that any new domes-
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tic spending programs have little chance of enactment. On the state and local levels,
there are always dozens of competing needs for theuse of local or state resources.

inally, the mood of the nation seems to be on the other topics. not a con-
cern about urban blight. Our conscience is spurt-, 1 by the homeless; no longer by
abandoned buildings. Many believe that, by keeping taxes k,w, t*- e nation encourages
general prosperity, and when the lot of the upper and middle class improve, some of
that improvement will carry over to improve the life of thoseless fortunate.

2. Preservation and Rehabilitation

Providing a suitable living environment can often be asel' ,,d by housing
programs themselves through an emphasis on rehabilitation. Rehauilitationcan im-
prove a neighborhood by removing vacant or deteriorated structures, which impact
the value of an area, with an improved structure which fits into the fabric of the neigh-
borhood and enhances the structures around it. Rehabilitation can oft( be com-
pleted in less time than new construction which minimizes, and can often even avoid,
permanent displacement. To demolish existing structures and build new structures is
time-consuming and causes displacement of families, disruption of a community and
the loss of a neighborhood's cohesiveness.

Costs are also often lower with preservation and rehabilitation than with
new construction, thus allowing more units to be produced with the same expendi-
tures. An extensive cost- benefit analysis conducted by George Sternlieb and David
Listokin of Rutgers University in 1973 found that "rehabilitation's initial costs arc;
usually at least 20 percent cheaper than new construction's project cost outlay."

Rehabilitation should, thus, be a major housing vehicle in areas where
suitable buildings exist and where neighborhoods can be improved by the rehabilita-
tion. In addition to rehabilitation of structures for housingpurposes, the rehabilitia-
tion and preservation of historic structures whether they are used for commercial,
re'lential or publi! purposes should be encouraged. Preservation of our nation's
architectural heritage is an important element of preserving our history.

Preservation standards for historically significant structures should be
maintained and enforced, but the Federal governments' ould also provide incentives
to the private sector to preserve and rehabilitate historically and architecturally sig-
nificant structures.

Current Federal tax treatment represents an important incentive for preser-
vation and the Federal government should continue such incentives.
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3. Policy Suggestions

In accordance with general principles discussed above, the following sug-

gestions reflect: a commitment of responsibility for improvement of blighted areas;
a recognition that the level of Federal spending will not significantly increase; a
reliance on state and local expertise; and a belief that tax benefits, because they are

self-administering and do not require appropriations, cari be the most effective

method of support.

a. Enterprise Zones. Enterprise zones deserve a test on the national level.
The number of zones should be limited, despite the difficulties that this will cause

politically, in order to test the concept. Enterprise zone benefits should cover both
commercial and residential rehabilitation. In addition to such local incentives as

removal of property taxes for a specified period of time for new buildings, tax incen-

tives can be explored for Federal excise taxes, state ami local sales taxes, and expan-
sion of the targeted jobs tax credit for Lssinesses within the zones. The administra-
tion of enterprise zone incentives should be on a local level.

b. Bitxk Grants and UDAG. The Community Development Block Grant
program has been effective in many cities and extremely popular with most city
governments because of the flexibility that communities have in determining where
and how the money should be spent. Most of the problems with developing a new
program have been worked out over the years, so there is a gen rat understanding by
the recipients of what is eligible and what is not, when public hearings are required,

and what kind of environmental review is necessary. There seems to be no need to
re-do this tested grant program; it should be continued.

UDAG has been under attack on the grounds that the program is not cost-
effective in providing help for the most needy. An often cited example of waste is the
fact that UDAG funds sometimes go for hotels in downtown areas. UDAG sup-
porters cite the evidence that downtown hotels employ many low-income persons and

provide significant tax revenues to the city.

r
There is merit to the main concept of the UDAG program. Distressed areas

are targeted and public funds are leveraged with ivate funds. Nevertheless, there
should be more emphasis on directing UDAG fund to areas in greatest need.

c. Investments in the public interest. An element of a national housing
and community development policy should be "investm.e.ais in the public interest."

The term is intended to reflect investments which bewfit low- and moderate-income
persons and help create a "suitable living environment."
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The Center of Corporate Public Involvement, which is operated by the
American Council of Life Insurance and the Health insurance Association of
America, describes a social investment as one made specifically fir socially desirable
purposes that would not have otherwise been made under customary lending stan-
dards. These investments are intended as sound investments, but they are subject to
unusual risk or they are made at below-market interest rates or they are of a nature
(e.g., difficult to administer) that puts them beyond traditional lending practices. For
example, a loan might be made to a minority-owned business that did not have suffi-
cient funds or experience to justify a loan on normal lending standards; or a commit-
ment might be made to purchase small (under $10,000) rehabilitation loans made to
families in blighted areas.

A substantial number of public interest investments have been made by
lenders and life insurance companies over the p,nst two decades. It was primarily tin
urban riots of the late 1960s that persuaded President Johnson and, later, Preside':
Nixon, to endorse a life insurance industry urban investment program, which put $2
billion in mortgage loans in the inter city between 1968 and 1973.

In recent years, objections to public interest investing have been raised by
the United States Department of Labor. The source of mortgage investment comes
in a major part from the funds of pension plans. Section 401(a)(1) of the Employee
Retirement Income Security Act (EFISA) specifies that tension plan fiduciaries must
invest solely in the interest of pension plan participants and for the exclusive purpose
of providing benefits to participants. Based upon these Department of Labor com-
ments, a fiduciary who wishes to make a public interest mortgage may fear that he or
she is violating ERISA, which could mean the loss of tax exemption for pension fund
income or criminal penalties against the fiduciary.

It is reasonable for pension plan beneficiaries not to want all of their retire-
ment funds invested at below-market interest rates or at unusual risk, despite the
public interest. There is evidence based on surveys that pension plan beneficiaries,
however, favor public interest investments and would not object if a relatively small
amount of their funds were invested in tha public interest.

ERISA should i..e amended to permit, where pension administrators desire,
certain amounts of pension fund holdings to be designated for public interest invest-
ment.

For the effort to be successful, there must also be a commitment for a public
interest program from the highest levels. With such a commitment, the program
could work voluntarily. A large amount of experience, such as that of Neighborhood
Housing Services, the Enterprise Foundation, and the Local Initiatives Support Cor-

IX-14

'Pt



443

poration, confirms the idea that real estate developm'nt in distressed areas can work,
but also that it requires a long-term comm;iment from a wide array of community
leaders.

The basic rational: of investment in the public interest is to encourage the
role of private enterprise in the task of creating a suitable living environment. Al-
though it focuses on lending institutions, a commitment to revitalization of urban
areas would bring in corporations (who use the low-income.taz credit), developers,
small-scale entrepreneurs, local community leaders, and many others.
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X. Housing for the Elderly and Other Special Groups

Often the subject of housing for the elderly is treated as part of the discussion of low-
income multifamily housing. While there certainly are substantial numbers of elderly
people who, because of their economic or physical situation; need special assistance
in achieving housing, the subject is much more diverse and includes the need to ad-
dress single-family housing of people who are past their most productive work years.

A. DIMENSIONS OF THE ELDERLY HOUSING SITUATION

America, as we saw in Chapter III, is in the midst of a dramatic demographic
revolution which will affect every aspect of our society. By 2630 there will be 64.5 mil-
lion elderly people living in America, 212 percent of the total population, nearly
double the current figure of 11.8 percent, creating new shelter needs (Exhibit X-1 and
Exhibit X-2). For the next 20 years those needs will be focused on individuals in the
75-plus age group. A desire for a different lifestyle may generate considerable inter-
est in new forms of retirement housing forth 1 in this age group, but to date this has
not been the case. Instead, up to now, a aange in life's circumstances, usually
deterioration of personal health or death of a spouse, has been the prime motive be-
hind a decision to move to retirement housing. This is not to infer that 65-year-old
couples will not move to re cement communities; obviously they do. But iri the ag-
gregate their numbers are not Large.

At present, about 70 percent of the elderly live in single-family homes, 65
percent own their homes outright, and another 19 percent rent housing. Only one in
ten lives in either a retirement community or a sensor citizen building (Exhibit X-3).

The segment of the elderly population easiest to serve wh'i new forms of
housing, the 65 to 75 age group, does not constitute a growing segment of the popula-
tion, and exhibits some reluctance to move. Those segments of the elderly population
which are growing rapidly and who we mign: think of as potentially most benefiting
from a move' i a retirement communityisolated elderly in remote locations without
easy nets to support services, a full range of health care facilities, or a socially sup-
portive environment may also be quite reluctant to move and, in addition, may be
financially unable to move (Exhibit X-4).

Them have been a number of reports that stress the growing affluence of
the elderly. Much of that analysis has focused on the decline in the overall poverty rate
among the elderly or on average income figures, but adequate attention has not al-
ways been given to variations in income levels by living status. Recent analysis under-
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Future U.S
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taken for the Commonwealth Fund indicates that in 1986, the average income for all
elderly was $23,905, a figure that compares favorably with the population as a whole.
However, the income of those living alone was only $14,090, while that of those bring
with others was $31,7K. Only 4 percent of all elderly married couples were lh log in
poverty, whit 19 percent of those living alone were poor.

B. PROGRAM APPROACHES

For the elderly, or other groups, who are living in poverty and who are
re:.ters, the Federal government has programs of rent vouchers and rent supplement::
No comparable program exists for people who would be eligible for assistance if they
rented, but who own the dwelling unit in which they reside. The cost of occupancy for
such individuals, especially those whose mortgages have been paid off or whose
mortgages reflect purchase prices at interest rates of decades ago, may be less tlian
occupancy of an adequate rental uni,. Careful projections indicate that over the next
20 to 40 years, economic growth, together with increased pension, Social Security, and
IRA benefits, will indeed increase the real income of the elderly and reduce the per-
centage living in poverty. However, among ti. ose living alone, high poverty levels are
likely to persist.

Housing policies are needed which both encourage the creation of new
forms of housing for the elderly and encourage the development of support systems
designed to respond to the needs of those who can and want to "age in place." We
perhaps need to focus simultaneously on two separate goals. First would be to create
shelter and service complexes responsive to the health needs of a population whose
longevity is accompanied by a gradual decline in physical well-being and to the desire
for a socially supportive environment. But at the same time, the preference of the
elderly to remain in their homes could be accepted and programs formulated to assist
them in making their existing shelter more supportive of their physical needs.

Those actively involved in developing new retirement facilities separate the
demand side of the market into three submarkets differentiated by different age and
physical characteristics of the relevant populations. The American Association of
Retired Persons characterizes the three groups as the go-go (healthy and highly
mobile), slow-go (marginally healthy and mobile), and no-go (in declining health and
mobility). To be complete, we should also recognize the variation in income levels
within each of these groups.

At the present time, two principal approaches to die creation of new elderly
housing facilities dominate the market place. One type, congregate housing, is a spe-
cially designed apartment complex that in addition to shelter provides, at a minimum,
meals, and, more often, housekeeping, transportation and social activities for groups.
The second, life-care communities, are elaborately designed elderly living complexes
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structured to address the problems of both shelter and health care. Typically, meals,
housekeeping ond medical care are available for a fee.

Desp:ce a substantial cutback in numbers of units, the types of projects in-
sured by FHA have changed to reflect current thinking about the type of retirement
complex that best responds to current market pressures and fills a social need. The
two new programs which reflect current thinking are insurance programs: retirement
service centers insured under Section 221(d)(4) and board and care homes insured
under Section 232. These programs permit both tax-exempt bond and Ginnie Mae
mortgage-backed security funding. (See also Chapter IX.)

Both these programs reflect a progression in Federal government involve-
ment from programs that offered direct loans or loan insurance for shelter only; to
those that insured projects which offered shelter plus meals and personal services on
a voluntary basis; to those which package shelter, meals and services, including
lirniteu health services, into a monthly fee.

Because of the newness of the board and care program, little can be said
about it other than that it may encourage nursing home operators to diversify their
product, particularly in areas where it is difficult or impossible to obtain Certificates
of Need for nursing homes or intermediatecare facilities. Due to the high rental rates
required to make these projects feasible, theprogram as currently constituted cannot
create large-scale opportunities for those living aloneon low incomes. Less certain is
its eventual role in fostering the development of options for middle-income retirees.

C LOOK AHEAD: DEFINING ELDERLY HOUSING PROGRAMS FOR THE
FUTURE

National housing policy for the elderly is, at best, ill-defined. Programs
directed at stimulating housing for the low-income elderly have been drastically
reduced. Proi, ams to build housing for the middle-income elderly have not been
well-defined. No single Federal program can either insure loans or engage in direct
lending to facilitate the development of a program that incorporates the shel-
ter/health care features of a life-care community.

While Federal programs. have focused on congregate housing, recent
Ilytical work on the living patterns of the elderly are consistent in their findings that

individual homeownership is the preferred choice of older people. The same re-
search also reveals that a significant portion of older Americans have what has been
termed a "dwelling -use problem;" that is to say, a functional impairment due to a
physical disability or health problem indicates the need for home modifications or
support services. In many instances, the individuals will neither move to a more ap-
propriate setting nor physically alter their current surroundings. The relative impor-
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tance of income constraints, personal preference or actual lack of alternatives in
blocking those changes is not known. What we do know is that often the elderly
person's housing is not compatible with his/her needs. The recent AARP survey of
the elderly attempted to identify what older people would have done had they an-
ticipated having to adjust to the changing circumstances associated with longevity.
The results indicate that a relatively small, but significant, proportion of the
homeowning population would consider such options as obtaining a second mortgage,
modifying a home to include a second apartment, or entering into a reverse annuity
mortgage agreement. About half of those surveyed would consider moving to a life
care or congregate housing facility.

Because housing is the largest single asset of the retired population and the
aggregate amount of home equity held by those 65 or over is estimated to be 8600-800
billion, economists and policy analysts have been eager to find ways of turning those
assets into spendable income. Moreover, because of the pervasiveness of
homeownership among the elderly, those living alone and those living in poverty often
have some equity value in their homes.

Recent attention has focused on making use of the equity in a home as a
source of income support, through a reverse annuity mortgage. Ina reverse annuity
mortgage, the homeowner would take a mortgage on his/her home using the proceeds
to purchase an annuity. The difference between the mortgage payments and annuity
payouts is net income to the recipient. There are a number of ways to structure such
instruments so that repayment is deferred so long as the individualcontinues to reside
in the home (Exhibit X-5).

The difficulty of the concept and the complexity of the transaction have
combined to limit the number of completed transactions to about 1,000 nationally.
Efforts are underway to experiment with demonstration prop ams of FHA mortgage
insurance for reverse annuity mortgages, but no widely accepted financing mechanism
now exists for elderly homeowners to access their home equity.

A major effort is called for to address the challenges of housing for the
elderly. With financing playing such a pivotal role, the Jederal mortgage credit
programs are ideally positioned to be the key to meeting the challenge, and the FHA
has already begun to do so. Eve ^ though the expanded mrket for housing for the
elderly is in the future, the challenge to respond to those who are now already elderly
is in the present.
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Exhibit XS

Effect of Reverse Mortgage Payments on
Poverty Rates of Elderly Homeowners

By Household
Percent Poverty rate Percent

of official after reverse in reduction
poverty rate' mortgage payment poverty rate

Singles and couples

Singles
aged 65 to 74
aged 75 or more

Couples
head aged 65 to 74
head aged 75 or more

15.0 6.3 58

21.7 8.2 62

17.9 9.2 49

25.9 7.1 73

7.6 4.2 45
5.8 3.9 33

10.1 4.7 53

This rate applies to singles and couples who own singlefamily homes.

Source: Me haticall Patera of Hone Equity Comersxxi." time Jacobs, The Gerontologist to& 26. A3 S. 198i.

p. 499.
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D. RECOMMENDATIONS

The issues raised in housing the elderly are varied and complex. To begin
to address them, national housing policy should,at least:

1. Accelerate the adoption and implementation of the demonstration
project of FHA mortgage insurance for reverse annuity mortgages.

2. Re-examine and expand HUD's congregate care progrant, taking into
account the need to coordinate board and care with housing and shelter.

3. _ixplore establishment of a program of housing vouchers for low-in-
come, frail elderly, and handicapped who already own and occupy their homes but
who need assistance to remain.

4. Convene a task force to address the financing needs of housing for the
elderly :=d othe r special groups, includingstandardization and the secondary market.
For home equity conversion, the task force would strive for a financing mechanism
that would include the Federal insurance and the Federal secondary market agencies
and would provide the elderly with certainty and simplicity so drat it could be widely
acceptable to investors and the elderly alike. In this context, the task force would be
made up of representatives from private enterprise and from the government
mortgage credit programs.

E HOUSING FOR THE HANDICAPPED

Over 30 million Americans suffer from some sort of physical mobility
problem, over 11 million have visual impairments, and 22 million have hearing im-
pairments (these figures are not mutually exclusive). These persons and the frail
elderly have special housing needs which require either physical adaptations to their
current housing or support services in conjunction with housing.

Two Federal programs have encouraged the construction of housing for the
handicapped and elderly. One, HUD Section 202, provides direct loans at subsidized
rates to nonprofit organizations for the construction of housing for low-income el-
derly and handicapped persons. The Section 8 rental assistance prograin is used in
conjunction with this program. Funding for this program has been cut substantially
under the current Administration's objective of addressing housing needs primarily
through a rental housing voucher program rather than housing constructicn. Yet, a
rent subsidy alone cannot meet the special needs of the frail elderly and handicapped.
The additional a...esistance of block grant funds that pay for housing adaptations is one
way in which these needs can be addressed.
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Another response to the special housing needs of the frail elderly and hand-
icapped, new construction that includes special services and facilities, has been ex-.
plored under HUD's Congregate Housing Services Program (CHSP). The program,
implemented in 1978, is designed to test the cost-effectiveness of providing support
services for the elderly and handicapped in order to prevent or delay unnecessary in-
stitutionalization. A study released in 1987 by the House Subcommittee on Housing
and Community Development found that 13 percent of those who received CHSP ser-
vices required institutionalization, compared to 24 percent of the control group who
did not receive the services. This program should be continued and expanded.

Since 1948, the VA has provided one-time grants of up to S35,500, current-
ly, to veterans with service-connected disabilities to purchase or construct a home
which is adapted to their needs or to adapt an Px:s :Mg home. The grant cannot exceed
one-half the cost of the home and the recipient nu, ;omply with the VA minimum
requirements for adapting the home. If there is muney left over, it can be applied
toward payments on the mortgage principal. In FY 1986, 430 veterans benefitted
from the program. A smaller grant of up to $ 6,000 is offe-ed to veterans who are blind
or have lost one or both arms. Sixty-nine grants were awarded to veterans in FY 1986
to adapt their home under this program.

Currently, building codes for housing for the handicapped vary among
states, which can exceed the national standard set in 1960, revised in 1968, by the
American National Standards Institute (ANSI). In addition, there are two Federal
codes which follow the ANSI standard the Uniform Federal Accessability Standard
(UFAS) and the Architectural and Transportation Barriers Compliance Board
(ATBCB)yet which also differ. The existence of several levels of standards has
made compliance difficult and has impeded the development and adaptation of hous-
ing for the handicapped. MBA recommends adoption of a single, uniform standard.

F. HOUSING FOR LARGE FAMILIES

Another group with special housing needs is families especially low-
income familieswith five or more persons. In Januar) 1987, the Congressional
Research Service reported on a computer simulation study which matched inade-
quately housed families with vacant units in selected suburban and city areas. The
pattern that emerged was that even assuming a theoretically efficient matching of
available housing stock with need, the large families were more difficult to absorb.
Generally, in the study, the larger the family, the less adequate was the current hous-
ing stock.

This same report notes the record of the HUD Section 8 Certificate
program, that approximately three-quarters of households with four or more children
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were unable to use the certificate to find adequate housing, compared with a general
average of one-half.

The stock of one- to f3ur -unit homes, whicl. has a proportionately greater
number of units with three, four, and five bedrooms than apartment units have, is a
significant source of housing for large, especially low- and moderate-income, families.
The rental housing portion of FHA :tome mortgage insurance programs (the "inves-
tor loan program") represents between 10 and 15 percent of the FHA home mortgage
program. Defaults are disproportionately higher on investor loans than on mortgages
on owner-occupied homes; but such an observation suggests a more cautious and
carefully operated program, not its termination. The FHA investor loan insurance
program is a practical means for at least assuring the availability of financing on
reasonable terms for rental housing for large families who can afford moderate
market rents. (See also Chapter VI.)
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XL The Finaiacial Regulatory and Tax Environment

Regulation of the financial environment and the Federal tax system can dramatical-
ly affect the cost and availability of housing and related services. The impact of
regulation (or lack of regulation) on housing usually is indirect as in the case of capi-
tal guidelines for banks and bank holding companies which own mortgage companies.
In the case of taxes, the Federal income tax has throughout its life been a direct tool
of public policy in the housing arena.

Except where government intervention is warranted by needs for consumer
interaction or to assure an efficient market, the market place should be allowed to
determine what services are produced, and how and at what price they are delivered.
There is an opportunity in today's financial environment for certain activities to be
deregulated and in other situations we will recommend that issues be clarified.

A. LAWS THREATENING CAPITAL FLOWS, PROFITABILITY OF MORTGAGE
BANKING AFFILIATES

There are three areas of concern: (1) pre,ervation of current bank
regulatory treatment including purchased "r acquired mortgage servicing rights
within the definition of primary capital for capital adequacy purposes; (2) elimination
of the current prohibition against permitting loan production offices of national banks
to approve loans; and (3) elimination of unnecessary Glass-Steagall restrictions.

1. Primary Capital Definition

After a mortgage loan closes, the mortgagee who services the loan (i.e., pas-
ses through principal and interest to investors, establishes and collects escrow pay-
ments, pays tares and mortgage insurance, etc.) has a contractual right to a servicing
fee of .0025 t,z .0044 of the unpaid balance per month. Instead of setting up origina-
tion offices in numerous locations, banks have utilized the practice of purchasing ser-
vicing rights from mortgage loan originators with whom they have correspondent
relationships.

Current Federal Reserve System (FED), Federal Deposit Insurance Cor-
poration (FDIC) and Office of the Comptroller of the Currency (OCC) guidelines
regard mot tgage servicing rights that have been purchased or acquired to be included
in the determination of primary capital. U to now the bank regulatory agencies have
unquestionably regarded these servicing ilghts as a valuable off-balance sheet asset
with a reasonably predictable income stream providing a po:ential buffer for bank
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losses. Banks were encouraged by regulators to expand their mortgage servicing
portfolios to increase fee-based income and therefore lessen the dependency on in-
tereLi. inccnie. Moreover, there is a well-developed liquid market for servicing rights
which gives management the flexibility to sell them if needed to obtain capital or to
absorb losses.

Unfortunately, in the interest of administrative simplicity and having paral-
lel standards with foreign bank regulators, the U.S. bank regulators have proposed to
e--lude purchased or acquired mortgage servicing rights from the definition of
prunary capital. If the proposal becomes effective, a banking corporation would be
required to add an additional dollar of capital for each new dollar of List ofmortgage
servicing acquired. Thus, banking organizations will be forced into deciding whether
capital should be allocated to the purchase of servicing or other investments (e.g.,the
acquisition of banks or other eligible entemrises). Banks are in the business of using
the money of others to make money. It is pretty much a foregone conclusion that a
banking organization will choose to employ its capital in areas other than ae acquisi-
tion of mortgage servicing since the ability to leverage (i.e., purchase $1 of servicing
and adding only 5.5 cents of capital where the minimum capital ratio requirement is
5.5 percent) the acquisition will have been lost. There will be an array of other invest-
ment opportunities to the banking organization with potential for leveraging which
the banking organization will pr der over the acquisition of mortgage servicing rights.

Bank regulators are aware of the valuable contribution of mortgage servic-
ing income to banking organizations. They have it, '1,cated that they will argue for
preserving this contribution in the regulations. Nevertheless, they seem to indicate
that the desire to nave comps -able international standards may bea more compelling
concern, in the overall scheme of things, than keeping banks in the mortgage servic-
ing business.

What does all this mean for mortgage banking and other financial affiliates?
First, it means that banking organizations will be deprived of a steady and reliable fee-
based income stream. This, in turn, will make bank earnings more volatile by increas-
ing the organization's dependency on interest and other fee income. Greater earn-
ings volatility will tend to depress stock values, which, in turn, will increase the
organization's cost of capital, making expansion and diversification of risk even more

Second, the regulatory change would provide a competitive advantage to
fortign banking organizations. In many instances, foreign bank regulations are more
permissive than those in the U.S.; therefore, foreign banks already have a competitive
advantage. Under the proposal, U.S. banks would be penalized for having developed
an efficient, highly liquid market for mortgage servicing rights which is, in part, tai out-
growth of the U.S. development of a secondary mortgage market.
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Third, the decrease in participation L mortgage banking by banking or-
ganizations will decrease competition among lenders and tend to increase the cost of
mortgage loans. It is a basic axiom of the concept of a free market tha: there should
be as many providers of a commodity as is practical.

Housing policy for the 1990s and beyond should be one which encourages
the greatest competition among lenders and does not result in competitive advantages
based on ownership type or whether a firm is subject to U.S. o- foreign regulation.
The change in the definition of primary capital could have an impact cn competition,
result in structural changes in the banking sector, provide competitive advantages to
foreign institutions and affect the cost of credit to mortgage borrowf,rs. To prevent
the inappropriate redefinition of bank capital in a manner adverse to housing is an ap-
propriate area in which Congress should intervene.

It is recommended that Congress express the intent that mortgage servicing
rights, whether purchased or acquired, be included within the definition of primary
capital for purposes of determining capital adequacy.

2. Restrictions On Loan Production °Mee Loan Approvals

The McFadden Act, passed in 1927, as amended by the Banking Act o'i 1933,
allow ,m 1y limited interstate branching subject to the laws of a national bank's home
state. By accepting the state boundaries imposed by state banking authorities, nation-
al banks are effectively limited in the ability to branch within a state or across state
lines. This law was passed in an era when national banks had been operating at a dis-
tinct competitive disadvantage compared to state-chartered banks because the Na-
tional Banking Act of 1864 had been interpreted to prohibit branching. The Mc-
Fadden Act permitted branwinr, by national banks but subjected this power to state
control. Prior to the passage of the Act, from 1836 unti11927, there were no branches
of nationally chartered banks

Banking institutions have found a variety of ways to circumvent the
geographic restrictions imposed by the McFadden Act. For example, the Bank Hold-
ing Company Act permits banks to organize their activities under a holding company
structure, with subsidiaries of the holding company engaging in both yanking and
other activities permitted IT Federal Reserve regulation or administrative decisions.

Most nonbanldng activities (those which do not involve both deposit-taking
ann lending) are not subject to any geographic restriction. Loan production offices
are not considered to be "branches," so long as the loans they originate are approved
and made at the main office, branch office, or a subsidiary office on the premises or
contiguous to the foregoing.
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The efforts to get around the restrictions of the McFadder, Act are often at
the expense of efficient operations. For this reason, and because fie concerns that
led to enactment of the McFadden Act ao longer seem valid, many 'Jaye argued that
the b:anching restrictions effectively imposed by the McFadden Act should be
repealed, or at least that legislation phasing out its prohibitions should be enacted.
Indeed, with more and more states passing legislation permitting banks and bank
holding companies in surrounding states to open banks in their territories, the
geographic and operational restrictions of the McFadden Act are becoming increas-
ingly irrelevant and out-of-date.

A specific example of how the law affects the way mortgage loans are
provided by national banks is found in the Act at 12 U.S.C.36(f). Under this provision
a branch .- defined "to include any branch bank, branch office, branch agency, addi-
tional ofil.e, or any branch place of business . . . at which deposits are received, or
checks paid, or money lent." In an interpretive ruling at 12 CFR 7.7380 (b) the Corn
ptroller of the Currency applied this statutory language in the context of loan produc-
tion offices. The Comptroller concluded that:

(b) Origination of loans by employees or agents of a national bank
or of a subsidiary corporation at locations other than the main of-
fice or a branch office of the bank does not violate 12 U.S.C. 36 and
81- Funkier./ that the loans are approved and made at the main
office or a branch office of the subsidiary located on the premises
of, or contiguous to, the main office or branch office of the bank.

The impact of this regulatory provision for mortgage banking affiliates of
national banks is that a mortgage banking unit at a remote location (i.e., not at ',he
main office, branch office, or subsidiary's office on the premises of, or contiguous to,
a main office or branch) cannot approve loans that it originates. The loans have to be
approved by an officer of the bank at one of the sanctioned locations.

The rule :s cumbersome, costly, and outdated and encourages the creation
of bank-affiliate ownership structures designed to legally avoid the application of the
rule. To avoid being subject to this cumbersome approval process, national banks
have transferred their directly owned mortgage banking subsidiaries to their holding
companies even though it miet have been advantageous to remain a mortgage com-
pany directly owned by the nvio.tal hank. It is a meaningless gesture to have the bank
approve each and every loan of a loan production office. In many instances, the bank
official approving the loan may have less of an understanding of mort-age credit un-
derwriting than the officials at the loan production office. Thus, the rule has likely
produced inefficiencies contributing to the cost of mortzage loan processing and

XI-4

471



458

restricted the growth of nat:onal bank-owned affiliates, whiell in turn, tends to
diminish competition.

MBA has taken no position on .,e larger issue of interstate banking.
However, we strongly favor amendment of the McFadden Act to permit national
banks to establish full service residential real estate loan offices within any state, and
thus eliminate the need to have a fictional approval process for loan production of-
fices.

B. LAWS THREATENING INVESTOR CONFIDENCE IN MORTGAGES

Here our analysis turns to the impact of environmental hazards on the cost
and availability of mortgage credit.

An increasing number of states have enacted laws allowing super-liens to
attach to mortgaged property to finance eleanup where pollution has been discovered.
While there can be no sympathy for those who pollute the environment, the lender/in-
vestor is usually the innocent party involved. It is not hard to imagine a situation
where cleanup costs amount to several times the amount of the mortgage loan. As
these laws proliferate in number throoghout the country we can expect major inves-
tors in mortgages like Fannie Mae and Freddie Mac to begin to avoid purchasing
mortgages in these areas. This undercuts one of the major benefits of a secondary

mortgage market: the national free flow of mortgage credit.

In no case should the burden of cleaning up or remedying a hazard fall on
the shoulders of innocent investors. There is no way investors can estimate the size
of the risk involved and therefore, no way investors can adequately protect against this
type of risk. Thus, investors are forced to not do business in states that create this type

of risk.

It is recommended that Congress consider appropriate methods to preempt
state super-lien laws which apply to mortgages. Such measures should aim to keep
mortgage credit flowing to all areas based on need and demand for mortgage credit
and spread the cost of cleaning up hazards over a large number of units.

C. LAWS AFFEC7ING COMPETITION AND THE COST OF MORTGAGE
PINANG"?

Opportunities exist for increasing competition, and thereby reducing costs
of services in real estate transactions. Additioir.11y, confusion and paper costs as-
sociated with truth-in-lending, real estate transactions, and interest reporting require-
ments can be addressed legislatively.

XI-5

472



459

1. Truth-in-Lending Act (TIL)

TIL requires mortgage lenders t'.. quote the Annual Percentage Rate (APR)
over the telephone. However, prospective applicants typically do not shop based on
the APR, which they usually do not understand. Prospective applicants want to know
"the interest rate and total points," not the APR. The APR is more likely to confuse
borrowers than to help them. On the other hand, a quote that discloses the "rate and
points" gives the prospective borrower a clearer picture of the amount of cash re-
quired at closing and the amount of monthly payment on the mortgage.

quotes
TIL, therefore, should be amended to permit lenders to make telephone

quotes or a 7ertise quotes of interest rates and total points with the stated proviso that
the APRs may differ.

2. Glass-Steagall Act

From the leadership of the Senate Banking Committee to the upper levels
of the Treasury Department, it appears consensus is emerging that it is time to repeal
or rewrite the Banking Act of 1933 (Glass-Steagall Act). Without attempting to
evaluate the entire set of issues, we nevertheless see one clear issue that relates to
housing policy.

Section 16 of the Glass-Steagall Act generally prohibits national banks from
engaging in the underwriting of corporate securities. Exemptions are provided for the
underwriting by banks of government securities, including government MBSs, be-
cause of the low risks associated with those securities doe to their explicit or implicit
Federal government backing.

U.S. banks may also underwrite privately issued securities abroad and are
leaders in the Eurobond markets. Ironically, what they can do under current law is
somewhat inconsistent with what they cannot do. For example, a bank may purchase
whole loans from an originator, then issue and underwrite its own MBS collateralized
by those mortga,:,es, but if the originator itself issued the identical MBS collateralized
by those same mortgage loans, then tare bankwould be prohibited from underwriting
the offering.

The underwriting of privately issued MBSs is exceptionally concentrated
among a relatively few investment banking firms. Permitting bank and thrift holding
company affiliates to underwrite privately issued MBSs would significantly increase
the number of competitors in the marketplace, and should thereby lead to lowerun-
derwriting costs and more investors at the local or regional level. This should create
greater liquidity for the secondary trprtgage market and perhaps somewhat lower
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interest rates for home.buyers. The increased numb.u- of participants underwriting

MBSs, both on local and national levels, would help ensure that mortgage credit is
available in all parts cf the country, thus increasing its availability as well as afford-

ability. It would be another step tow, expanding the private nonagency-related

market for mortgage securities.

It is recommended that bank and thrift holding company affiliates be
authorized to underwrite a full range of privately issued, nonagency-related
mortgage-backed securities.

D. FEDERAL TAX POLICY

A comprehensive national housing policy is incomplete without giving con-
sideration to taxation and specific tax issues that affect homeownership and rental af-
fordability, a major facto,- the ability to afford a home. Tax laws historically have
also been employed as iricentives to investors build and own rental housing, espe-

cially for lower income families and individuals.

1. The Tax Reform Act of 1986

While the Tax Reform Act of 1986 has been perceived to make real estate
somewhat less attractive to commercial investors, the Act does provide for the con-
tinuation of certain tax laws that help to en..Jurage homeownership for individuals:

a. Mortgage interest (generally) for primary and secondary residences
remains deductible.

b. Real property taxes remain fully deductible.

c. The deferral of taxation on gains from a principal residence sale (if an
equal or higher priced residence is purchased within two years) remains in effect.

d. The one-time exclusion of gains from a principal residence sales for tax-
payers over 55 remains in effect.

The Act also included an extremely powerful tool for generating funds for
housing through REMICs. The new legislation overcomes the obstacles of CMOs in
providing for multiple class securities. This is an example of legislation that allows for
the full integration of the home mortgage and national capital markets.

The Tax Reform Act of 1986 made the positive changes that will help to en-
courage investor participation in certain tapes of programs but included other
provisions that discourage participation. For example, a new tax credit was
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established that will aid investors in low-income multifamily rental housing; however,
new restrictions were placed on the volume of tax-exempt bonds a state may issue and
on the number and income requirements of low-income households in a given project,
which may have rue effect of eliminating the production of the low- and moderate-
income units. Other changes to the tax ccde that will seriously affect construction of
rental housing are: the investment interest limitations, the changes in depreciation
(period and amortization method), the rept.... of the capital gairz exclusion, the at-
risk rules, and the passive loss rules.

fortgage revenue bonds and mortgage credit certificates are also examples
of tax incentives that are used to encourage funds for low- and moderate-income
housing by providing for tax-exempt interest and tax credits. Though the revenue
bonds have been effective in the past, greater restrictions have evolved which make
them less and less attractive. Mortgage credit certificates, however, remain attractive
for homebuyers who are able to utilize tax credits.

2. RecomrendatIons

Future tax policy, both from the legislative and regulatory perspectives,
must be an integral part of the establishment of a national housing policy. Maintain-
ing tax laws that encourage home ownership must be a key element. Further, tax laws
that avoid causing unnecessary hurdles to investor participation in the mortgage
markets will help provide the fund that are essential for housing transactions. Final-
ly, tax policy should be revisited with a view toward assuring that adequate incentives
exist for investment in rental housing particularly for lower income families and in-
dividuals. More specifically:

a. The deductibility of mortgage interest and real property taxes should be
retained, as well as other tax laws that encourage homeownership.

b. REITs should be enabled to issue REMICs on a basis fully equal with
that of other issuers.

c. With respect to tax treatment of rental housing, particularly for lower
income families and individuals and congrep..e living, MBA supports:

(11.) A material participation exception for real estate, which would
allow the use of passive losses from rental real estate activities tC, of-
fset other income without limitation.

(2.) All cash-out-of-pocket ownership and operating expenses
should be currently deductible against any income.
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(3.) Construction period interest and taxes should be amortized over
10 years.

(4.) Limits on the volume of tax-exempt bonds that may be issued for
the financing of low-income rental housing should be removed.
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XIL Approaches to Reducing Housing Costs

In a real sense, all of the recommendations in this report aim at reducing housing
costs.

But there are a number of significant opportunities not mentioned else-
where that are well worth addressing, and that is the purpose of this chapter. As an
organization of members specializing in the business c :eal estate lending, the
analysis and recommendations focus almost exclusively m . this area that we know
best: mortgage finance.

In particular, the Mortgage Bankers Association of America, together with
other lender, investor, and housing groups, plans a major broad-based initiative in the
months and even years ahead to streamline the entire process of making and financ-
ing mortgage loans. If serious inroadscan be made into the costs, and the lengthy time
it takes to make a loan, then significant progress can be made in reducing housing
costs. There are as explained below, numerous ways in which public agencies can
help in moving toward this objective.

A. STREAMLINING THE MORTGAGE PROCESS

While simplification of the mortgage process has appeal to all participants,
it will be particularly beneficial to homebuyers. The purchase of a home is usually the
most important transaction that the typical person enters into during his/herlifetime.
It is not surprising that many approach the mortgage process with considerable
trepidation. What is disappointing is that many homebuyers leave the c:osing table
frustrated and confused about the complexity of the current process.

An overly complicated mortgage system also creates unnecessary expenses
for the mortgage finance industry: for lenders, builders, and Realtors. Processing
time, training, and staffing costs in general have risendramatically in order to keep up
with ',he new mortgage products and regulatory requirements that are being
developed and modified. Investors, insurers and government agencies must spend
valuable staff resources answering repetitive questions about policy interpretations
and required forms.

The current mortgage process holds promising opportunities for streamlin-
ing in two key areas: (1) forms used to process cases, and (2) the processing require-
ments themselves.
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The number of forms required for the origination of a loan is probably the
most visible evidence of the unnecessary complexity of the current process to the
public. Congress has already passed legislation mandating Federal agencies (Federal
Housing Administration, Veterans Administration and the Farmers Home Ad-
ministration) to develop common forms. In addition, there has been an industry-wide
effort to develop the Uniform Residential Appraisal Report. FHA, VA, Fannie Mae,
and Freddie Mac implemented this form in 1987. The borrower application, verifica-
tion forms and closing documents arc three further examples of areas where forms
can be eliminated, consolidated with another form or developed into a common form
acceptable to all originators, insurers, and investors.

Increased processing requirements have resulted largely from the
foreclosure and loss problems of recent years. While improvements have been made
to develop uniform underwriting requirements among the various insurers and inves-
tors, there still remain numerous variations that make the current process toe com-
plicated. It should be emphasized that underwriting variations will alwa,. (and
should) remain because of the different strata of buyers served by the various players
in the housing market. However, at a minimum, each federally related agency could
use the same method to Inrform a particular processing requirement.

1. Specific PlansAgency Related

An industry-wide effort is underway to promote simplification of the
mortgage process. Participants include all of the major insurers and investors (FHA,
VA, Fannie Mae, Freddie Mac, and private mortgage insurance companies (MIs))
and interested trade associations (e.g., Mortgage Bankers Association of America,
National Association of Realtors, National Association of Home Builders, American
Land Title Association, and U.S. League of Savings Institutions). Examples of major,
Federal agency oriented initiatives for the period immediately ahead are as follows.

a. Revise FHA's ARM disclosure requirements. At present, the Federal
Financial Institutions Examination Council (FFIEC) is continuing to examine the
ARM disclosure issue. They are in the process of developing a standard hypothetical
worst-case scenario. However, Section 241 of the National Housing Act requires bor-
rowers to receive a worst case scenario that differs with the proposed form being
developed by the Council. It would simplify the ARM disclosure process if the
Council's form would also be acceptable in FHA transactions.

b. Exempt VA t' n Gramm-Rudman sequestration requirements. Be-
cause of Gramm-Rudman requirements, VA f 1d stations have developed an
elaborate tracking system which uses valuable VA staff time as well as the time of
lender personnel. Before each loan is closed, the lender must obtain by telephone a

t i ?...1 r.
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Loan Authorization Tracking System (LATS) number. It is extremely time consum-
ing and takes 7A staff away from more important processing steps that can delay the
closing and guaranty of VA home loans. This situation would be alleviated by exempt-
ing the VA loan program from the Gramm-Rudman sequestration requiremer .3.

c. Permit lenders to process VA api...aisals. Similar to FHA's Direct En-
dorsement Program, lenders should be allowed to be responsible for reviewing VA
appraisals and determining the value of property for guaranty purposes. Since lenders
hold ultimate liability under the no-bid process, they have evm incentive to ensure
the accuracy of the appraisal. This action will also free up VA staff to perform other
more critical monitoring duties.

d. Permit qualified lenders to Issue HUD mortgage insurance certificates
and VA loan guarantee certificates. Backlogs exist in the government agency in-
surance endorsement areas. If responsible lenders were given the authority to issue
their own certificates, delays could be avoided in delivering loans to the secondary
market. As a result, cost savings could be realized by consumers. Eligible lenders
would be determined by review e default and claim data that each agency maintains.
Participation would be limited to those lenders which are within acceptable ranges of
performance. In this way, lenders would be given substantial incentive to process
cases in a quality manner.

2. Other Mortgage Streamlining Steps

Beyond these broad agency-related initiatives lies an extensive range of
streamlining opportunities throughout the mortgage lending land ape. They are
listed here as suggestive of the many attempts currently underway to reduce housing
costs through simplifying and streamlining the lending process.

a. Appraisals. We should aim to develop uniform appraisal instructions
and uniform policy on appraisal standards, definitions and appraiser eligibility re-
quirements. We should also develop a standard length of time for an appraisal. The
length of timefor which an appraisal is valid ranges from 120 days to 6 months on ex-
isting construction. Consideration should also be given to evaluating the develop-
ment of a market-based approach to the term of an appraisal. We could reduce the
number of required appraisal exhibits and we should seek ways to use automation to
improve we appraisal process.

b. Form documentation. Attention should be directed to development of
common forms for borrower applicatIhs and verifications of employment and
deposit. In addition, forms required to process investor and buydown applications
should be standardized.
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c. Closings. Here, too, opportunities exist to develop more standard
mortgage documentation. For instance, consideration should be given to corsolida-
'ion of certifications and warranties. At present, borrowers are required sign a
variety ofOidavits and certifizations at closing. It may be possible to develop generic
warranties and certifications. Perhaps, too, we could hope to develop model legisla-
tion permitting the release or satisfaction of mortgages by affidavit after proper pay-
ment and notice. Mother step would be to establish a standard, adequate length of
time for surveys. Often on refinances and other transactions, a survey will have been
performed within a year of the new closing. In such instances, it should not be neces-
sary to undergo the time and expense of a full new survey.

B. THE CONSUMER AND MORTGAGE SERVICING

Throughout the term of a homeowner's mortgage, the most enduring but
also most poorly understood relationship he or she has with the housing industry is
with the financial institution servicing the mortgage. developing a national hous-
ing policy, it is imp'rtant to address the costs r.ad inefficiencies that are arising from
the growing number of different state laws dictating howmortgage 1-nding and serv-
icing must be conducted.

The ability of mortgage lenders to transfer (sell and buy) mortgage servic-
ing rights allows the industry to operate efficiently, and to make loan originations pos-
sible in a large number of local communities while concentrating servicing in fewer
areas. Servicing rights to over S100 billion of mortgage loans were bought and sold in
1986. The market for mortgage servicing mushroomed further in 1987. These trans-
fers help keep r ortgage costs low by enabling large-scale, specializedservicing firms
to take advantage of economies of large-scale operations.

Servicing transfers require labor-intensive, time-consuming, complicated
efforts between the buyers and sellers that involve tight timetables, creation of
thousands of documents, and multiple parties to the traosaction. Transfers must oe
conducted carefully according to strict operational guidelines in order to avoid cus-
tomer disruption and inconvenience.

Four states (New Mexico, Minnesota, Maryland, and Colorado) already
have enacted laws that govern servicing transactions. Other state legislatures are con-
templating legislation to address loan servicing transfers. Someof the regulations ap-
pear reasonable and seem to codify good business practices. However, variations in
these laws negatively affect the transferability of servicing across state lines and add
substantially to the :ost of servicing a mortgage. Exarnp:,:s of the new requirements
include:. (1) requiring lenders to maintain ffices in thestate in which the mortgaged
property is located; and (2) providing notices to the homeowner from both the selling
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raid buying lender. Such laws discourage out-of-state lenders from providing housing

finance in the affected state. The cost of maintaining branch offices for servicing

would be prohibitive.

With regard to notifications, prompt notice to the borrower is in the

lender's best interest to assure uninterrupted monthly payments, minimize customer

relation problems, and provide a smooth traneion. But this type of state law creates

problems because of widely varying time frames and requirements governing which

party must give notice, and the form and content of the notifications.

The Mortgage Bankers Association of America has developed a set of

"Mortgage Servicing Guidelines" that could be the framework for uniform servicing

practices for all lenders. MBA has urged its members to adhere to these guidelines

because they reflect a level of service that the Association strongly endorses. We en-

courage others to do the same. The guidelines set forth the specific responsibilities

of buyers and sellers of servicing to borrowers and to each other. They set specific

timetables for required actions, customer service, payment of taxes and insurance,

and other administrative functions.
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MIL Conclusions and Recommendations

The basic principle of a national housing policy today is the same as it has been for
half a century. It is that the government has a commitment to the achievement of the
opportunity for every individual in America to have decent Shelter at an affordable
price or rental rate.

While the principle has not changed, them are significant new develop-
ments that must be addressed currently and in the :iture. Most importantly, housing
affordability has become a worsening burden over the past decade, especially for low-
income renterz. It is not untypical for very low-income people to pay over half their
income for housing expenses, not leaving enough to adequately provide for other
necessities of life.

It is time to restore housing to a lofty place on the list of national priorities.
We have tried to provide the vision, the analysis, the foundations, and finally the
building blocks for a comprehensive new housing policy. We offer, too, for as long as
it takes, the commitment to see these programs through to reality.

The following summarizes all of the recommendationsall of the building
blocksof this repo'

A. MACROECONOMIC POLICIES

A cornerstone of housing policy for the future should be macroeconomic
policies to promote lower real interest rates, which are still high by historical stan-
dards.

1. The government should move toward reducing the Federal budget
deficit, reducing direct Federal borrowing, and reducing real interest rates. It would
be difficult to identify any single step that would be of greater long-term benefit to im-
prove the affordability of housing.

2. Federal tax policy should encourage a higher national savings rate,
which in turn would help lower real interest rates. To achieve this objective, ways to
reduce our heavy reliance on the individual income tax as a source of revenue, and
shift toward some broader based sales tax or value added tax, with appropriate exemp-
tions to avoid regressivity, should be considered.

4 8 2
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B. HOMEOWNERSHIP

1. Homeowner .hip should be a cornerstone of American housing policy.
Homeownership provides opportunities as varied as the American people them-
selves. It provides the opportunity for independence, individualism, self-expression,
and a sense of fulfillment. Homeownership gets people involved in their community,
its government, and in the private property systemit builds good citizens.
Homeownership provides a place of security and sense of belonging that forges
stability and solid family ties.

2. Homeownership can be promoted through the Federal tax system. In
addition to measures already in place, it would be appropriate to consider permitting
first-time homebuyers to withdraw funds from IRAs, without tax penalties, to make
downpayments on homes purchased. Existing IRAs could be used for that purpose,
and persons eligible for IRAs under current law could look forward to future
withdrawals of funds from their IRA for making a downpayment on their first home.

3. To encourage the flexibility and innovation that the FHA needs to best
meet its mission of facilitating the opportunity of homeownership and adequate rental
housing for low- and moderate-income homebuyers, the Federal government should:

a. Redefine the FHA maximum mortgage ceiling as the greater of
$101,250 or 95 percent of an area's median sales price. The maximum mortgage ceil-
ing is intended to target FHA activity to moderate-income homebuyers. However, it
is important that it have generally equitable applicability for the entire country.
While the indexing concept introduced in 1979 is supportable, the maximum cap of
$90,000 has served to exclude many middle-income families in high-cost areas. The
scarcity of FHA mortgage activity in many of the metropolitan areas around New
York, San Francisco, and other high-cost cities documents this problem. By redefin-
ing the ceiling, FHA activity would generally be confined to the lower half of the hous-
ing market, but would be available on an equivalent basis to homebuyers regardless
of where they live.

b. Remove the cap on FHA ARM activity and permit FHA to insure
ARMs with 2 percent interest rate increases per year with a 5 percent lifetime cap.

c. Make FHA% insurance authority permanent, and eliminate the credit
budget limitation on FHA activity.

d. Strengthen the shared-equity program by reducing the maximum allow-
able loan-to-value ratio to 85 percent where the relationship between the parties is
strictly a financial one. Since 1983, FHA has allowed shared-equity arrangements
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where the investor has no interest other than a financial one to obtain high-ratio loans.
As a result, sellers have used this program as a means of selling their homes to other-
wise tviqualified borrowers.

e. Implement a demonstration reverse annuity mortgage (RAM) FHA in-
surance program as soon as possible and continue the research undertaken by HUD
on this subject. Because of the uncertainty of secondary market acceptance of a
reverse annuity mortgage instrument, as well as problems of dealing with the elderly
at the end of the annuity period, HUD should take a very active role.

E Consider exceptions for mortgages on rural housing to the current FHA
requirements that the mortgagee conduct a race-to-face interview and perform other
duties that discourage lender participation. In addition, currently loan correspon-
dents must fulfill a $25,000 net worth requirement, which inhibits participation in the
program, and which should be waived in rural areas if the lender purchasing a loan
from a correspondent assumes liability for quality control over the purchased loan.

g. Provide HUD with an efficient organization and adequate staffing to
carry out its programs. Specifically:

(1.) Reorganize the HUD field office structure so that HUD field of-
fices report directly to headquarters. At present, the FHA Commis-
sioner does not have direct control over HUD field offices that carry
out FHA's programs. Under the current structure, the FHA Commis-
sioner cannot establish work priorities for field offices. To administer
a program of the size of FHA's effectively, it is essential that FHA have
direct control over field office operations.

(2.) Fund a comprehensive training program so that FHA will have
an adequate number of employees ready to step in when current
employees retire or resign.

(3.) Establish a grade structure that will assure that FHA salaries are
comparable to what individuals receive in private industry. Otherwise,
FHA will not be able to attract and retain the type of talent necessary
to manage a multibillion dollar agency.

(4.) Exempt FHA staffing from sequestration. With the implemen-
tation of the Gramm-Rudman provisions, FHA staffmay be subjected
to additional cuts if sequestration occurs. Since the principal nature of
FHA work is the review of lender processing under Direct Endorse-
ment, the FHA situation is analogous to that of the Federal Savings
and Loan Corporation and Federal Deposit Insurance Corporation.
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4. Congress and the Administration should assert their commitment to the
Vr guaranty program with adequate support both in the funding for and in the ad-
ministration of the program. The VA loan guaranty should be reaffirmed as an im-
portant veterans' entitlement to be preserved. Funding levels should be sufficient to
keep the program solvent. To maintain and strengthen the VA program, several
specific actions should be taken:

a. The VA maximum guaranty should be increased to at least keep pace
with inflation. The VA maximum guaranty amount of 527,500 has not been changed
since 1980. As a result, the guaranty amount has failed to keep pace with apprecia-
tion in home sales prices, which have increased some 31 percent during the past seven
years, as measured by the median price of all homes sold.

b. The VA should be authorized to guarantee ARMs without a statutory
limit on the number of loans that can be guaranteed. Conventional and FHA
mortgage markets' acceptance of ARMs has demonstrated they are beneficialper-
'flitting borrowers and lenders to tailor transaction.' to borrowers' needs.

c. The VA no-bid formula should be amended to address the problems of
economically distressed areas and to reduce or eliminate the penalty to lenders when
the foreclosure process is delayed and the delay is beyond the control of the lender.

(1.) In no-bid cases when the property value has declined more than
15 percent, the lender should have the option of: (a.) taking the
guaranty amount and retaining title to the property, or (b.) conveying
the property to VA and forfeiting 5 percent of the outstanding indeb-
tedness at the time of liquidation.

(2.) Lenders should be delegated the authority to: (a.) order the pre-
foreclosure appraisal, (b.) make the required calculation to determine
whether the VA should pay the guaranty amount, and (c.) determine
the appropriate bidding instructions at the foreclosure sale.

(3.) Interest that accrues after the lender is ready, willing, and able to
foreclose should not be included in the debt amount used in the cal-
culation to determine whether there is a no-bid. If the VA acquires the
property, the VA should reimburse the lender for the accrued interest.

(4.) Delays caused by circumstances beyond the control of the VA or
the lender, such as bankruptcy, should be considered in adjusting the
calculation. The lender should have the option to forfeit accrued in-
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terest in exchange for not having that interest included in the no-bid
calculation.

(5.) Cost of delays caused by forbearance requested by the VA in the
hope of avoiding foreclosure should not be charged to the tender. In-
tere,t that accrues during the forbearance period should not be in-
cluded in the no-bid calculation. The lender should be reimbursed by
the VA for the interest accrued during the delay if the VA does acquire
the property.

(6.) Greater use should be made by the VA of the deed-in-lieu of
foreclosure procedure. Acceptance of a deed-in-lieu of foreclosure
reduces the cost of acquiring a property, while preserving a veteran
borrower's credit recordit is often the most fair and expeditious
route, particularly in cases where the default is caused by adverse
economic circumstances beyond the veteran's control.

d. There should be adequate staffing for the loan guaranty program in all
field offices, and adequate training levels must be restored so that veterans and
program participants will receive a proper level of service.

e. A systematic plan to consolidate field office loan guaranty functions in
the VA home loan program should be implemented. The very small offices are just
too inefficient.

C. THE SECONDARY MARKET

1. Ginnie Mae

a. Ginnie Mae should be free to operate the MISS program without
restraint or limitation set by Congress on the dollar amount of commitments the agen-
cy can grant each fiscal year to approved lenders for the issuance of guaranteed MBSs.

b. Ginnie Mae must be fully equipped with sufficient, well trained staff to
administer its program.

c. Securities laws and regulations should be evaluated to ensure maximum
use of technologically advanced systems. This is needed especially in light of Ginnie
Mae's recent requirement for its guaranteed securities to be issued and held in the
Mortgage Backed Securities Clearing Corporation, a privately owned and operated
depository for Ginnie Mae securities.
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2. Fannie Mae

a. Legislation should he enacted to prevent the imposition of any new or
higher "user" fees on Fannie Mac.

b. Congress should confirm Fannie Mae's unlimited authority to issue
REMICS, which offer the promise of lowering mortgage rates for consumers. Fannie
Mae has proven to be a leader in setting the standard for these new types of mortgage -
related securities.

c. Fannie Mae should be granted permanent authority to supply funds for
second mortgages. Fannie Mae's authority to buy and sell conventional second
mortgage loans expires during 1987. The second mortgage program operated by Fan-
nie Mae has proven to be a safe tool for consumers to finance their housing transac-
tions, and it is especially important in light of concerns about the safety of home equi-
ty seconds, a type of loan Fannie Mae does not buy.

3. Freddie Mac

a. Freddie Mac should not be required to pay any additional taxes or user
fees beyond those which it currently does.

b. Freddie Mac, like Fannie Mae, should be confirmed as having per-
manent and unlimited authority to issue REMICs.

c. Freddie Mac, like Fannie Mae, should have permanent authority to buy
second mortgages.

d. Freddie Mac's stock should be offered for sale to its entire diverse
seller/servicer network, as well as the general public. Currently, there are in place un-
necessary restrictions on ownership of the Corporation's stock.

4. Mortgage-Backed Securities

a. The SMEEA definition of "mortgage-related security" should be
amended to cover MBSs receiving one of the top four categories used by at least one
nationally recognized rating organization.

b. The SEC should explore appropriate ways to assure that private invest-
ment grade MBSs (i.e., private MBSs receiving one of the four highest ratings by a na-
tionally recognized statistical rating organization) are not burdened with excessive net
capital requirements. This would encourage more broker/dealers to carry larger
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amounts of private MBSs in their inventories and result in greater liquidityfor these
MBSs, which in turn should tend to lower interest rates to borrowers and help develop
the private, nonagency-related market for mortgage-backed securities.

c. Congress and the SPC should explore ways to exempt from, or reduce
the costs of registration requirements under Section 5 of the 1933 Act to any private
investment grade MBS issues. Statistical ratings may provide better protection to
MBS investors, both small and institutional alike, than SEC'registration because of
the superior methodology of analysis developed by these agencies in rating private
MBS issues. The significant cost savings from a registration exemption or some type
of streamlined registration for investment grade MBSs could facilitate the furtim ex-
pansion of the fully private secondary mortgage market.

d. REITs should be enabled to issue REMICs on a fully equal basis with
other issuers.

D. RENTAL HOUSING

1. Unassisted Rental Housing

a. The income tax laws should be readjusted to realistically reflect the
economics of investments in rental housing and congregate living quarters, particular-
ly for lower income people.

b. The FHA investor loan program should be retained and strengthened,
but with a maximum allowable loan-to-value ratio of 75 percent. For large lower in-
come families, renting a single-family home is often their only option for housinglarge
enough to accommodate them. The underwriting problems and losses can be ad-
dressed in a more precise fashion without reducing housing opportunities for low-in-
come families.

c. The maximum mortgage iounts for FHA insured projects should be
increased and the mortgage amounts inuexed so that they are automatically increased
in accordance with a formula tied to an appropriate cost index.

d. FHA sttould be adequately funded to provide sufficient staff and
resources for FHA to administer its programs. We are particularly concerned that
FHA have adequate, trained staff at headquarters and field offices to promptly
process applications for full insurance for multifamily projects and to carry out its
responsibilities under the multifamily co-insurance program.
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e. The multifamily loan purchase programs of Fannie Mae and Freddie
Mac should be expanded, and development of a secondary market for multifamily
mortgages should be encouraged.

2. Assisted Rental Housing

a. The roles of each level of government r..nd the Private sector should be
defined. The delivery of housing assistance is a shared responsibility. The Federal
government has a number of programs that are currently working well; many states
have viable assistance programs; a number of nonprofit groups have developed the
expertise and the funding to provide assistance; and private, profit-motivated com-
panies have the experience and capacity to produce, finance, and manage rental hous-
ing. These efforts should be coordinated at the state and local levels to assure that
housing needs are addressed in the most efficient and effective manner possible.

b. There are fu ins best suited to each level of government and private
sector entities in providing housing assistance. We believe that state and local
governments, assisted by private and nonprofit and community groups, are best able
to define their housing needs and should have the responsibility for determining
which programs best meet those needs. In an era of limited resources, someone must
be responsible for determining how those resources will be distributed and we sug-
gest that those ehoices should be made at the local, and sometimes state, level.

c. Financial resources are best and most equitably marshalled at the
Federal level. A certain number of assistance programs should be designed and made
available at the national level, but the identification of needs and the matching of
available programs to those needs should be coordinated at the state and local levels.

d. As a general principle, where local housing market conditions allow,
housing policy should look first toward the use and preservation of the existing stock
of housing and surrounding community facilities, before new construction is under-
taken. However, demand-side programs, by themselves, will not address all of the
Nation's housing needs.

e. In designing assisted housing programs, a first step is to understand who
needs assistance. The "needy" are not a monolithic, homogeneous group. Housing
support is needed by a broad spectrum of people from the homeless, who generally
need much more assistance than just what adequate housing would provide, to the
"working poor" who have a generally adequate income but who are in areas where the
cost of housing forces them to pay more than 30 percent of their income for rent or
where adequate housing simply does not exist. Any comprehensive assisted housing
initiative needs to address iiiese various groups and their divergent needs.
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Such an initiative should focus on improving existing concepts and
programs for three reasons: (1) many of the current programs ar basically sound and
can be made more efficient and workable with only minor char...0s; (2) it is easier to
develop a consensus on the value of and support for known programs than newly
created programs; and (3) any new program would require a lengthy start up phase
while guidelines are written, program participants learn to use the program and inves-
tors become comfortable enough to invest in such a program:

E The very poor are best served through low-rent public housing. Because
the supply of public housing is currently inadequate to meet the need, national hous-
ing policy should have a component for the construction or acquisition of new public
housing units to serve this group as well as the repair and modernization of existing
housing projects.

g. All current programs for housing senior citizens, including the Section
202 program, should be continued. Consideration should be given to replacing direct
loans under Section 202 with an interest subsidy program.

h. A national scale and more universally workable housing assistance
program for low- to moderate-income families, and individuals is needed. The sug-
gested program would have the following characteristics:

(1.) New construction or rehabilitation of projects in which 20-25
percent of the units would be set aside for low-income occupancy.

(2.) The projects could be financed through FHA-insured or conven-
tional mortgages which could, in turn, be financed with tax-exempt
bonds or a direct interest subsidy program.

(3.) Rental assistance payments (through the "Rental Supplement"
or the "Section 8" programs) would be available for the low-income
units so that tenants would have to pay no more than 30 pei cent of their
income for rent.

(4.) The rent subsidies would be contracted for a 20-year term with
the government having the option to renew the subsidy contracts at the
end of 7,0 years if the units are still needed to house low-income
households.

i. Consideration should be given to allocating a portion of Federal hous-
ing assistance funds to state or local governments in the form of block grants for hous-
ing. The funds would be allocated in accordance with a needs-based formula. States
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and 1octlities could use the funds either through a menu of established Federal
programs or in programs of their own design. They would dccide, set forth a "plan,"
and receive funding upon approval of their plan.

j. There is inherent unfairness in the way housing programs are treated in
the Federal budget process. One major reason why housing programs are viewed as
so expensive is the current practice of counting the life cycle cost to the government
of the housing assistance. Congress should redefine its budgeting approach at least to
consider alternative calculations for housing costs such as a discounted present value
calculation of the rental assistance payments.

F.. COMMUNITY DEVELOPMENT

1. Enterprise zones deserve a test on the national level. Enterprise zone
benefits should cover both commercial and residential rehabilitation. In addition to
such local incentives as removal of property taxes for a specified period o time for
new buildings, tax incentives can be explored for Federal excise taxes, state and local
sales taxes, and expansion of the targeted jobs tax credit for businesses within the
zones. The administration of enterprise zones incentives should be on a local level.

2. The Community Development Block Grant program should be con-
tinued. The program has been effective in many cities and extremely popular with
most city governments because of the flexibility that communities have in determin-
ing where and how the money should be spent. The Urban Development Action
Grant program should be continued, but directed more to distressed areas with the
greatest need.

3. The current Federal tax treatment for the preservation of historically
and architecturally significant structures should be continued.

4. The Employee Retiremert Income Slcurity Act should be amended to
permit, where pension administrators desire, certain amounts of pension fund hold-
ings to be designated for public interest investment.

F. HOUSING FOR THE ELDERLY

For the elderly, housing policies are needed which both encourage the crea-
tion of new forms of housing and the development of support systems designed to
respond to the needs of those who can and want to "age in place." Thus, there is a
need to create shelter and service complexes responsive to the health needs of a
population whose longevity is accompanied by a gradual decline in physical well-being
and to the desire for a socially supportive environment. But at the same time, the
preference of the elderly to remain in their homes must be accepted and programs
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form:elated to assist them in making their existing shelter more supportive of their
physical and financial needs. To begin o address these issues, national housing policy
should, at least:

1. Accelerate the adoption and implementation of the demonstrator.
project of FHA mortgage insurance for reverse annuity mortgages.

2. Re- examine ald expand HUD's congregate care program, taking into
account the need to coordinate board and care with housing and shelter.

3. Explore establishment of a program of housing vouchers for the !ow-in-
come, frail elderly, and handicapped who already own and occupy their homes but
who need assistance to remain.

4. Convene a task force to address the financing nerds of housing for the
elderly and other special groups, including standardization and the secondary market.
For home equity conversion, the task force would strive for a financing mechanism
that would include the Federal insurance and the Federal secondary market agencies
and would provide the elderly with certainty and simplicity so that it could be widely
acceptable to investors and the elderly alike. In this context, the task force would be
made up of representatives from private enterprise and from the government
mortgage credit programs.

G. THE FINANCIAL REGULATORY AND TAX ENVIRONMENT

Financial regulations relating to housing policy for the 1990s and beyond
should encourage the greatest competition among lenders and not result in competi-
tive advantages based on ownership type or whether a firm is subject to U.S. or foreign
regulation.

1. A proposed change it ae definition of primary bank capital could have
an impact on compe'" ,n; result b., structural changes in the banking sector; provide
competitive adva ages to 1..;wign institutions; and affect the cost of credit to
mortgage borrowers. To prevent the inappropriate redefinition of bank capital in a
manner adverse to housing is an area in which Congress should intervene.

2. The McFadden Act shou be amended to permit national banks to es-
tablish full service residential real estate loan offices without regard to bank branch-
ing restrictions and thus eliminate the need to have the mortgage loan application ap-
proval process performed in a headquarters or regional office.
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3. Bank and thrift bolding company affiliates should be authorized to un-
derwrite a fa range of privatel; issued, nonagency-related mortgage-backed
securities.

4. The Truth-in-Lending Act should be amended to permit mortgage
lenders to make telephone quotes or advertise quotes of interest rates and total points
regarding mortgage loans with the stated proviso that the annual percentage rates may
differ.

5. Congress should consider appropriate methods to preempt state super-
lien laws which apply to mortgages. Such measures should aim to keep mortgage
credit flowing to all areas based on need and demand for mortgage credit and spread-
ing the cost of cleaning up environmental hazards over a large number of units.

6. Future Federal tax policy, both from the legislative and regulatory
perspectives, must be an integral part of the establishment of a national housing
policy. Maintaining tax laws that encourage homeownership must be a key element.
Further, tax laws that avoid causing unnecessary hurdles to investor participation in
the mortgage markets will help provide the funds that are essential for housing trans-
actions. Also, the Federal government should continue tax incentives for preserva-
tion of historically and architecturally significant structures. Finally, tax policy should
be revisited with a view toward assuring that adequate incentives exist for investment
in rental housing, particularly for lower-income families and individuals. More
specifically:

a. The deductibility of mortgage interest and real property taxes should be
retained, as well as other tax laws that encourage homeownership.

b. With respect to tax treatment of rental housing, particularly for lower
income families and individuals and congregate living:

(1.) A material participation exception should be made for real es-
tate, which would allow the use of passive losses from rental real estate
activities to offset other income without limitation.

(2.) All cash-out-of-pocket ownership and operating expenses
should be currently deductible against ar.y income.

(3.) Construction period interest and taxes should be amortized over
10 years.
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(4.) Limits on the volume of the tax-exempt bonds that maybe issued
for the financing of low-income rental housing should be removed.

H. REDUCTAG HOUSING COSTS

1. The Mortgage Bankers Association of America, together with other
lender, investor and housing groups, plans a major broad based initiative in the
months and even years ahead to streamline the entire proceis of making and financ-
ing mortgage loans. If serious inroads can be made into the costs, and the lengthy
time it takes, to make a loan, then significant progress can be made in reducing hous-
ing costs.

2. MBA has developed a set of "Mortgage Servicing Guidelines" that
could be the framework for uniform servicing practices for all lenders. MBA has
urged its members to adhere to these guidelines because they reflect a level of service
that the Association strongly endorses. We encourage others to do the same.

The foregoing recommendations are, we believe, the building blocks for a
new national housing policy. As developed throughout this report, the proposals can,
we believe, substantially serve as a national policy.

Where we will live, we Americans, in the decade ahead and in the next cen-
tury is a subject that must be of high priority on the national agenda. With these fun-
damental priorities, and with commitment and follow-through from people who care,
a positive and successful answer to the question, "Where will we live?" can be
achieved.
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Second, there has been a demonstrated ability to better understand local
needs at the local level, and to make policy decisions that suitably and sensitively
match programs to needs in a local context. Third, but in a related vein, local people
are better able to plan and effectively manage programs to address unique local situa-
tions. This is particularly true when housingprograms are just part of a milieu of so-
cial problems. Consider, for example, thequestion of the homeless. Local govern-
ments, and to a lesser extent state governments, have proven to be best equipped to
handle the immediate task of decidingwhether and for how long persons will remain
on the street, whether they can be temporarily housed in shelters or hotels, whether
they will be mainstreamed into health or job related assistance and whether per-
manent housing is available. At this level of need, state and local intervention is es-
sential. At this level, the problem can be more readily defined and a coordinated
response initiated.

E. THE ROLE OF THE PRIVATE SECTOR IN ASSISTED HOUSING

The private sector, both profit-motivated firms and nonprofit organizations,
has roles in the delivery of assisted housing. Historically we have relied upon private,
profit-oriented firms to build, finance, and manage the major portion of all assisted
housing. The entrepreneurial, organizational, and management skills of such firms
help assure the delivery of quality housing at reasonable costs.

The not-for-profit community brings to the pm xss its commitment to solv-
ing local housing and social problems, abilities to build essential constituencies, and
the ability often to mobilize public and other resources that profit-oriented firms can-
not. There are numerous outstanding examples ofwhat dedicated individuals in the
private sector can accomplish. Just one example, the Enterprise Foundation,
operates programs is some two dozen cities which are extremely effective at identify-
ing and meeting local housing needs.

F. CONCLUSIONSHARED RESPONSIBILITIES

The first broad issue in establishing policy for the delivery of:assisted rental
housing is to define the roles of each level of government and the private sector.
There are functions best suited to each levelof government and private sector entities
in providing housing assistance. We believe that state and local governments, assisted
by private and nonprofit and community groups, are best able to define their housing
needs and should have the responsibility for determining which programs best meet
those needs. In an era of limited resources, someone must be responsible for deter-
mining how those resources will be distributed, and we suggest that those choices
should be made at the local, and sometimesstate, level.
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The delivery of housing assistance, i.e., getting projects built and assisting
the households in need, is a shared responsibility requiring active participationby the
Federal government and private, profit-motivated entities as well as the participation
of state and local governments and nonprofits. The Federal government has a num-
ber of programs which are currently working well; many states have viable assistance
programs; a number of nonprofit groups have developed the expertise and the fund-
ing to provide assistance; and private, profit-motivated companies have the ex-
perience and capacity to produce, finance, and manage rental housing. All of these
efforts should be continued and, in some cases, expanded, and they should be coor-
dinated at the state and local levels to assure that the needs are addressed in the most
efficient and effective manner possible.

In a nutshell, financial resources are best and most equitably marshalled at
the Federal level; a certain number of assistance programs should be designed and
made available at the national level; but the identification of needs and the matching
of available programs to those needs should be coordinated at the state and local
levels.

A model to work from, up to a point, is the housing assistance plan process
set forth in the Housing and Community Development Act of 1974. It provided for
the quantification of local needs at the state and local levels of government, with com-
munity involvement. And it presumably enabled state and local officials to match
programs to those needs. The inherent defect that emerged over time was that Con-
gress dictated the ultimate mix of program fundsby type of program and between
use in connection with new versus existing housing. This often prevented the program
and housing mixes in state and local plans from being carried out as planned. For the
future, the approach envisioned would have Congress authorize and appropriate
program types and aggregate funding levels. Program mix and housing types would
emerge through decisions at the state and local levels.
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IX. Approaches to Housing the Needy

A. INTRODUCTION

"There is nothing new except wLat is forgotten" (Mme Bertin, milliner to Marie An-
toinette). Although first said 200 years ago, Mme Benin's statement is perceptively
appropriate to a contemporary discussion of housing assistance in this country. For
most of this century, the Federal government has provided a wide variety of housing
assistance programs. We have subsidized mortgagors, mortgagees, and tenants
through interest reduction, mortgage reduction, and rent reduction programs. Each
of the programs has had its strengths and weaknesses and each has had a common fatal
flaw they all cost money.

However, if we subscribe to the goal of decent housing for all Americans,
we must face up to the cost. Clearly, we should assist households in the most cost-
effective manner possiLe. But we must also realize that expenditures will increase
above current 'levels if reasonable housing goals are to be achieved.

In discussing the cost of housing, it needs to be pointed out there is inherent
unfairness in the way housing programs are treated in the Federal budget process.
One major reason why housing programs are viewed as so expensive is the current
practice of counting the life cycle cost to thegovernment of the housing assistance.
While nct arguing that the budget calculations for housing are necessarily inap-
propriate, there does exist a fairness issue which should be addressed. The Congress
at least should consider alternative calculations for housingcosts, such as a discounted
present value calculation of the rental assistance payments.

For example, if a Section 8 rental assistance contract is executed for a 20-
year term, the cost for the entire twenty years is used in calculating the first year cost
to the government. Other sectors of the budgetare not treated comparably. The en-
tire life cycle cost of maintaining a battleship is not calculated when construction of a
new ship is approved. Likewise, welfare payments are budgeted on an annual basis,
not on the life expectancy of the welfare recipient.

In assessing the need for housing assistance, recognize that the "needy" are
not a monolithic, homogeneous group. Housing support is needed by a broad
spectrum of people, from the homeless, who generally need much more assistance
than just what adequate housing would provide, to the "working poor," who have a
generally adequate income, but who are in areas where the cost of housing forces
them to pay more than 30 percent of their income for rent or where adequate housing
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simply does not exist. Any comprehensive assisted housing initiative needs to address
these various groups and their divergent needs.

In what follows, we look first toward trying to logically define groups of
people who need housing assistance in a way that usefully differentiates them in terms
of the kinds of assistance required. We then consider the broad issue of relying on
new production versus putting emphasis on preserving existing housing as alternative

strategies for delivering housing assistance. Finally, recognizing that some
mechanism for supplying new housing is necessary to a balanced and complete pack-
age of programs, we outline a recommended program for low- and moderate-income
assisted housing.

B. TYPES OF NEEDS

There are basically four categories of households in need of housing assis-
tance: (1) homeless, (2) poor, (3) elderly/ handicapped, and (4) low to moderate in-
come. Each requires a different approach to assistance.

1. The Homeless

The homeless have a particularly pressing need and are a particularly dif-
ficult group to assist. Many of the homeless are mentally ill or have other overwhelm-
ing problems. Assisting homeless people requires much more than merely providing
shelter and therefore we believe that solutions to the problems of the homeless are
best developed and administered locally. The Federal government has a role in
providing support for local efforts, both in providing information on successful local
strategies and in providing funds to help local governments and nonprofit groups as-
sist such people. The Federal government's role need not include provision of na-
tional programs to address such needs.

2. The Poor

The poor (meaning in general people below the poverty level of income)
are another distinct group in that they also often have a number of social problems
which cannot be adequately addressed by only providing suitable housing. This group
is difficult for the private housing industry to house because private industry lacks the
expertise and incentives to provide the social service support needed by this group.
Additionally, a large percentage of the poor who are inadequately housed require very
large units, which are generally not available in the private stock and would not be
produced by the private market without some guarantee that there would be a
demand for the units and an ability to pay for the units over a sustained period.
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October 5, 1987

The Honorable Alan Cranston
Chairman of the Senate Subcommittee

on Housing and Urban Affairs
Room 112 Hart Senate Office Building
United States Senate
Washington, DC 20510

Dear Senatoi. Cranston:

The Mortgage Insurance Companies of America (MICA, the trade
association representing all domestic mortgage insurance commanies,
appreciates this opportunity to offer to the Subcommittee on Housing and
Urban Affairs its views on the development of a national hawing policy. We
hope our suggestions will be of assistance.

There are many goals that a national housing policy should seek to
achieve. MICA, however, will primarily address the IS= of increasing the
affordability of homeownership fur Americans since our expertise is in this
area. We will try and make our comments as concise as possible and in a form
ti.at ,...111 - -it r.1 :o I,. woven into the legislative process that the
gabcomnattee will be undertaking.

As a brief background, mortgage insurance indemnifies mortgage lenders
fora portion of the direct and consequential losses incurred by reason of
nonpayment of a mortgage loan. As a result, mortgage insurance reduces a
lender's risk and makes a high loan to value mortgage possible. This helps
millions of Americans purchase homes ttey otherwise would not be able to
afford because they had not accumulated sufficient savings for alone

MICA consists of the thirteen domestic 'Initiate mortgage insurance companies
which represent the active firms that help Wan originators and investors make
funds available to honobuyers by protecting these institutions from a major
portion of the risk of default. The current AMA officers are President, C.
Earl Corkett of PMI, San Francisco, CA; Vice President, William Lacy of
MGIC, Milwaukee, WI; Treasurer, J. Edward Carlton of integon Mortgage
Guaranty Insurance Co., Winston-Salem NC; and Secretary, Fred Relchelt of
Peres Assurance, Inc., Madison, WI. MICA also has private mortgage insurance

had over $
companies

2
mothers in Canada and

insurance in
Australia. At the end of 1986 the industry

67 billion of force.
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downpayment. The insurance product is very similar in purpose to the Federal
Housing Administration (FHA) insurance product because it essentially exists
to help first time homebuyers and others who do not have the cash for a large
downpayment. FHA and private insurers serve very similar markets.

Because of the complex social and economic nature of housing, the
development of a national housing policy is going to be a long and arduous
process. Change has been so extensive of late that in order to find solutions to
the nation's housing problems there is a need to accurately assess today's
economic realities. Many housing efforts are no longer working as designed.
Policy makers in the housing field must accept recent facts and develop new
ideas.

MICA believes that above all the basic housing goal should be decent
shelter for all our citizens and a homeownership opportunity for those
responsibly contributing to the society. To accomplish this, the public sector
must target its efforts to assist those who need government help. For those
individuals with the means to obtain housing services through the conventional
market without government assistance, national housing policy should insure
they do so. At the same time, as it.accomplishes important social goals,
national housing policy neat function in marketplace that is both driven by
the forcesof supply-and demand and is effected by profit and risk avoidance
motives of those firms providing housing services. We, therefore, believe that
government programs must demonstrate.a Partnership with private enterprise
which will encourage private firms to serve more of the total need for housing
services. Competitive markets bring greater efficiencies and the government
must not use its incentives in ways that lessen the competitive opportunities
for private firms.

While the framework of this. 'Rertnership exists, it is in fact net working as
Congress intended it to. Fifty years ago, Congress created the FHA to help
lower income individuals purchase homes. Today, increasingly it is serving
upper - riddle income individuals who can afford the private sector sdternative
and working to the detriment of lower income people who need a government
program National housing policy must retarget this important program. If
this current imbalance continues, private industry will become less and less
able to serve the marketplace to its full capacity. A proper role for FHA is
essential for an effective.national housing policy.

MICA has comndssioned study of the markets served by FHA and private
insurers and while the study will not be finalized until late October, the
preliminary data shows that FHA needs to be retargeted primarily because it

. extensively serves upper-middle income homeowners. On a national level for
of the past five years at least 30-percent of all FHA insured borrowers

have had annual incomes over $40,000, while only a very small percentage of
FHA loans went to low-income borrowers. In 1986 there were many individual
metropolitan statistical areas (MSAs) where 40 percent of FHA insured loans
were extended to borrowers with incomes exceeding 140 percent of the MSA's
median income. Also, a clear targeting to upper-middle income homeowners is
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present in the refinance market, where FHA has served an even higher income
group than it served in home purchase loans. In 1986, 52 percent of the
borrowers who refinanced loans that became FHA insured, had incomes over
$40,000 and almost 20 percent had incomes over $60,000. Even more
astounding is the investor market served by FHA insured loans. In 1986, over
IS percent of the nonowner-occupied investors who received FHA loans had
incomes over $100,000. Fifty percent of them had incomes over $60,000.

The prelindnary data show substantial overlap in the market served by the
FHA and private insurers. Contrary to what many would expect, however,
private insurers are serving the low-income market (borrowers with incomes
under $10,000) at least as well as the FHA and the FHA has taken the greatest
share of what most would expect to be served by insured conventional loans in
the highest brackets that fit within the FHA eligible loan limits. The
admonition noted a number of years back by a former Chairman of the House
Housing Subcommittee that new FHA ceilings tend to become the floor, can
statistically be shown to have proven true.

It is not surprising or difficult to analyze why the FHA has shifted its
focus to the upper-middle income market. The mortgage finance system has
undergone many complex changes. A prime example is the change in the
relative importance of the secondary market to the economics of lending which
in turn has had effects upon the basic structure and usage of FHA insurance.

The FHA was created to stimulate near moribund housing markets of the
1930s. It was to assume the risk of default and provide lenders with long term,
level payment, self-amortizing mortgages. Eligible properties could not
exceed $16,000 in appraised value And a uniform annual premiumof .5 percent
of the outstanding principal balance was charged to all borrowers. Because
the lender is insured against a possible loss, it was intended that the borrower
benefit through a lower mortgage rate thatrn:11 be available under the terms
of a non-insured loan. For most of FBA's history the interest rate for
borrowers was administered and fixed for the term of the loan. Both the
uniform loan interest rate and the uniform premium that was chargid to all
borrowers regardless of the terms of the mortgage such as the loan to value
'atio indicated that the FHA insurance product was intended to be distributed
at a price that did not directly relate to the individual cost of that product.
There would be a beneficial cross-subsidization from the absence of price
discrimination against borrowers with very low downpayments or weaker
credit. This was acceptable from a social welfare standpoint and would work
because the program eligibility limits on loan size could keep the program
targeted to the lower end of the market.

Over time many changes have occurred in the regulations of the FHA
program: maximum loan limits have been increased again and again, the
administered interest rate was abandoned, a single premium paid at settlement
was adopted, direct endorsement was permitted. These changes have primarily
helped the lender reach a larger market more effectively. However, because
of the economics of the mortgage banking business these changes have had
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negative social welfare effects on borrowers with lower incomes. Because
FHA eligibility is not based upon borrower income, the program's usage has
become a situation driver by the faster processing of borrowers with better
credit and with requests for larger loans The result is that FHA extensively
serves upper-middle income homeowners.

This could have been anticipated if the fundamentals of the see.:,nliary
mortgage market had been applied. The profit level of loans sold in the
secondary market correlate directly to loan Axe because both origination and
servicing fees are based on a percentage of the loan amount. When servicing
portfolios are bought and sold, higher prices are paid for larger loans because
they offer greater profits. Processing of higher inane borrowers is generally
easier and there is less probability for payment disruptioas. As a consequence,
a lender has incentives to originate FHA loans that serve the higher versus
lower income borrower.

An additional effect from this influence of the secondary nerket has been
to decrease competition between mortgage lenders using FHA. Because the
profit margins are larger for higher balance loans, the less efficient mortgage
banker can remain viable by competing for only this higher bie,onsz sagment of
the market. This puts pressure on the margins of the more efficient firms
making then less inclined to serve the low end of the market. The reduced
competition further accelerates the misallocation of FHA insured loans away
from those most in need.

Without belaboring the point, the low income homebuyer attempting to buy
an inexpensive home is the ultimate loser in this situation. This borrower finds
that lenders either have a set minimum as to acceptable loan amounts for the
mortgages they offer or the pricing on the terms of the loan is tiered. With
"tiered pricing", lenders charge borrowers receiving these small loans a higher
interest rate or more points than someone obtaining a larger loan. This acts to
offset the lost profits on the low principaled loan. Thus if lower income people
are able to receive an FHA loan, they are typically charged more than higher
income people. National housing policy should not accept this redistribution of
income from lower to upper-middle income families that occur in government
insured loan programs. Since the function of FHA is to subsidize or absorb the
default risk on behalf of the lender there should be a social quid-pro-quo for
this benefit. A profit driven allocation of credit by the lender, as natural as it
may be due to market forces, is detrimental to expanding homeownership for
all when it disfavors the poor.

Other important players in the housing field also have been forced by their
business motivations to contribute to the present inequalities in the system.
Home builders who want to ensure that they will be able to sell their inventory
of homes generally have had to push FHA to the higher end of the market for
reasons that are apparent when the statistics showing the price of new
construction are examined. Many of the features of an FHA insured loan
including the less stringent underwriting requirements and tile direct
endorsement program have offered builders greater assurance that loan
applications will be approved, and processed more quickly than is possible
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With a conventional mortgage. Likewise real estate agents, whose profits also
depend on certainty that the mortgage loan will be approved have supported
continued expansion of FHA's program to a broader and more active market.
Because a real estate sales agent's income, like the lender's, is based on apercentage of

and
the price of the home, the business incentive exists to reduce.uncertainty point homebuyers in the direction of FHA insuredfinancing.

There also are many attractive consumer benefits that act as an incentive
for higher income borrowers to seek FHA loans over conventional financing.
The benefits Include the following: nationwide underwriting requirementswhich make the underwriting requirements less restrictive than conventional
standards in many markets; lower dornpayment requirements; access to the
Government National Mortgage issociation (Ginnie Mae) which can make
interest rates lower than rates for conventic44 loans; the ability to finance
closing costs; a uniform insurance prendum that iz not based on a reasonable
risk analysis; the ability to finance the premium; and importantly, the ability to
far a subsequent borrower assume the loan. These benefits can be vital to
many homebuyers but must be targeted to those with lower incomes and
restricted from those upper-middle incomeborrowers who clearly have other
options for housing credit that does not require government assistance.

Clearly the changes that have occurred in the market have impeded the
ability of FHA to do the job it was established to undertake. It is time,
therefore, for Congress to reset the dialson the FHA program that encourages
its use and availability to the lower end of the market. To accomplish this,
Congress must consider the incentives that are created by the various elements
of the FHA program that effect its usage by mortgage lenders.

To alleviate the problems discussed above and to put this essential
element of national housing policy back on the right track MICA offers the
following recommendations:

y:

1. Direct the benefits of FHA to those who need _the benefits,. MICA
proposes a policy of full preservation of FHA benefits to those borrowers with
lower to middle incomes and a reduction in the consumer directed benefits of
the FHA 203(b) program currently available to higher income individuals.
Specifically, we would change the FHA 203(b) program to require that
individuals who can afford to pay a market rate for FHA service and who
should be able to contribute a higher equity position in the loan, to do so.
Those with lower incomes who need government assistance would be able toreceive it.

We would recommend this be accomplished legislatively by taking the
framework found in the mortgage revenue bond section of the Internal Revenue
Code of 1986 and apply it to the 203(b) program. The result would be that if a
borrower's income is abc ye 115 percent of the medium family income in his
market, that borrower would still be eligible foran FHA loan, but at least a 5
percent downpayment would be required, closing costscould not be financed,
the insurance premium for the loan would be set at a market rate, and the loan
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would be due-on-sale. In high cost ,areas or in economically depressed areas as
designated by the Secretary of the Department of Housing and Urban
Development (HUD), a borrower's income would have to be 140 percent above
the medium family income before these market standards were applicable to
potential FHA borrowers. Irrportattly, borrowers whose incomes were below
these levels of 115 percent and 140 percent in special areas would continue to
receive the full complement of current FHA benefits.

2. Direct the business incentives to originate FHA loans to the low end of
the nerrIcet and increase FHA's actuarial FHA, with its 100 percent
insurance, makes the loan virtually risk free for the lender to originate and
obviously acts as a significant incentive for the lender to originate FHA
insured loans. This incentive, however, should act to direct FHA to the lower
end of the market, as the Congress intended when it created FHA. To do this
MICA recommends two solutions.

The first is to maintain the policy that FHA loans to low income borrowers
essentially be risk free to the lender. However, loans originated to higher
income borrowers would require the lender to act as a coinsurer with FHA in
the manner that the private sector and the Veterans' Administration (VA)
operate. FHA insurance should be limited to a percentage of the loan amount
where the borrower's income exceeds 115 percent of the median family income
in the market. In high cost areas or in economically depressed areas that are
designated by the Secretary of HUD, a borrower's income could be up to 140
percent of the median family income of that area and the loan would receive
100 percent coverage. The partial coverage limits for the FHA loans of higher
income borrowers could track those adopted by the VA.

The purpose of this shift to coinsurance is to expand the competition
within the private lending industry by making the lender more accountable for
the performance of his loan in a manner comparable with that required by the
private insurance industry and the government sponsored secondary mar ;let
agencies. The coinsurance will be an incentive toward improved underwriting
and help to eliminate loss for the FHA on those loans that are used to serve
the upper-middle income and above markets. This will improve FHA's overall
actuarial soundness since a substantial portion of current losses are generated
from this higher income segment of FHA's business. Lenders selling these
coinsured loans to Ginnie Mae would provide warranties coraparable to those
required by the Federal National Mortgage Association (Fannie Mae) or the
Federal Home Loan Mortgage Corporation (Freddie Mac) and Ginnie Mae
would also require the issuer to provide additional insurance on the pools so
that Mute Mae continues its effective role as provider of surety coverage.

The second element in this retargeting of the incentives directed to
lenders recognizes the critical importance to lenders of the Ginnie Mae
program as a secondary market outlet for FHA loans. In order to increase the
attractiveness of the loans to borrowers with lower incomes, a quota would be
placed upon Ginnie Mae pools requiring that not less than 25 percent of the
pools be comprised of loans to borrowers whose incomes do not exceed the
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income targeting mechanism described above. Establishing a quota will help
place a premium upon loans to borrowers that FHA should be serving and help
offset the current discount that is given to small balance loans when they are
offered with servicing for sale. It may be feasible to couple this quota
requirement with an adjustment in the guarantee fees which are taken from the
portion of the interest payment retained by the lender andpaid to Ginne Mae.
Ginnie Mae pools that have a concentration of trans to lower income borrowers
as defined above should provide the lender a lower guarantee fee. It is only
equitable that for pools made up of loans to higher income borrowers, Ginnie
Mae issuers should pay higher guarantee fees.

3. Expand the overall availability of mortgage credit to lower income
Igireogra. National housing policy frost have as its priority to expand the
homeownership opportunities to borrowers with lower incomes and greater
affordability problems. In recognition of the fact that private mortgage
insurance is serving every substantial number of borrowers with incomes less
then $20,000, it would be advantageous to provide to those lenders originating
smaller conventional non-government loam, the ability to pass on to the
borrowers of such loans, the lower interest cost available from direct access
that Ginnie Mae has to the capita markets. Therefore, we recommend that
conventional loans to borrowers whose incomes are below IIS percent of
median family income in their market or 140 percent if the area is designated
to be a high cost area or economically depressed by the Secretary of HUD be
eligible for pooling and issuance in Glenle Mae securities.

Again, it is important to stress that Ginnie Mae's very powerful and
effective role should continue to be confined to providing surety coverage on
its pools. There is a growing industry of financial guarantee insurance
companies in addition to private mortgage insurers that have the capability to
provide guarantees that can supply the protection so that such "mixed pools"
issued by Ginne Mae remain of the highest quality from a performance
standpoint. A change le this area of housing policy would reflect the new
realities from private sector firms able and willing to insure the sates of
government agency securities.

MICA believes these recommendations should be included in the legislative
process for thorough examination and challenge. The FHA accounts for a
major volume of home financing. It is a government program with a strong
future but whose usage Mat meet reasonable social welfare midrements
working within the system of a public partnership to delivering housing
services to American families.

Thank you for this opportunity to express our views. Please let me know
if I can be of further assistance.

Sincerely,

C. Earl Corkett

CEC/snb

-7-
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:111:1161:11111111fiii!!!!! NAACP LEGAL DEFENSE AND EDUCATIONAL FUND. INC.
99 Hudson Street. N*w York N.Y. 10013 (212)21949W

October 14, 1987

Senator Alan Cranston
Subcommittee on Housing i Urban Affairs
Washington, D.C. 20510

Dear Senator Cranston:

We write in response to your invitation to participate in
the development of a new framework for a ratiowl housing policy.
The following submission sets forth some of the issues with which
we are concerned and some suggestions for specific components of:
a new housing bill.

The KAAcP Legal Defense and Educational fund has to had a
special interest in the provision and condition of housing for
minority citizens, *specially the poor. As the Subcommittee well
rnovs, a majority of residents of public housing units in the
Onited States are minority group members; 71Awmcent of the non-
elderly units within central cities are 'occupied by blacks.
Regrettably, the current supply of public and federally-
subsidized housing is nowhere adequate to the demand. Hundreds
of thousands of poor black families live in overcrowded
apartments, dilapidated rental units, or, increasingly, in
temporary shelters or the streets.

The location of low-income housing units, moreover -- often
isolated in rural areas or concentrated in poverty areas of
central :ities -- is a crucial factor impeding the ability of
minorities and other 'oar perms to achieve equal opr' qty.
Mbar* black people are forced to live determines Nols
their children will attend, the access they will hay and
to adequate municipal services and amenities. Our .e in
the areas of school desegregation, emplcymont discria An, and
voting rights, has taught us the extent to which goolraphical
isolation can impede the achievement of true social justice,
precluding the poor from the opportunity to share in the largesse
of our society.

We believe that the federal government must play a major,
continuing role in the provision of housing for the nation's
poor. Low-income housing should be a matter of special federal
responsibility: only the federal government has the resources and
broad jurisdiction to insure that decent and safe 'housing
dispersed throughout the nation 0 available to poor citizens.

Cwanktino imi.thliebr LEI ir.law las P.7
IL IWO Wm. fAcond hotInc. 11:11 NM pat ue Os 1114.1NradaYA Mr he Altorer at CO...IMO PAW) MN.
LDT ~mow WI Emu Na arm ft ~arm, poruipeLLET Mum* ewrZrosnumprou ProtonormarLseks :me.
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While the specific modes and mechanisms for federal
involvement present difficult issues for Subcommittee
investigation, several principles should guide the debate.
girst, the Zederal government should aim to insure that all
persons have diligent, safe and sanitary housing. Second, federal
funding and programming should be targeted first to the plight of
the poor. The greatest attention should be focused on those with
the greatest needs. Ord, the federal government should insure
that the stock of public and federally- subsidized housing units
for the poor, at a minimum, is not allowed to diminish; no
person's right to a home :should be prey to the vicissitudes of
the market or the inions_tiVity of a particular political
administration. Fmixtb; Congress should foster means by -which
the federal government can affireatiVely, further integrated
housing in integrated neighborhood. Finally, any comprehensive
approach to housing must take into account not only the need for
housing. units but also the federal responsibility to provide the
social services, job training and health resources that poor
people need to move into the economic mainstream.

In the following pages, we outline some of the specific
issues that we believe the Housing Subcommittee should address.
The list of our concerns is not designed to be exclusive but is
rather indicative of the types of issues the Subcommittee should
consider.

I. The Provision of Federal Housing Assistance

A crisis is impending in the provision of affordable housing
for low- and moderato-income citizens in. the United States. As
the Subcommittee knows, during the 1980s, the absolute number of
poor households has sharply increased. The private market is
unable to obtain the private financing to construct economically
viable low-income housing, and it has been deterred from doing so
by incentives against capital investments in the new tax codes.
Private sources will not be able, without substantial new
incentives, to address the ;Iced. of the poor. Experts predict
that by 2003, there will be as large a gap as 7.8 million units
between total low-income housing supply and households needing
such housing.1

At just the moment when federally-assisted housmag is most
necessary, much of the existing stock is soon to be lcst to low-
income persons. Both =jaw types of federally assisted housing
in the United States -- Insured Assisted Housing, through which
HUD subsidizes mortgage insurance and interest, and Section 8 New
Construction,. under which rental unit owners receive subsidies
from HUD -- are in danger of sharp depletion of their
inventories, as the contracts under which .private owners agreed
to provide low-income housing in exchange for federal assistance

1 al P. Clay, At Risk of Loss: The Endangered Future of
Low-Income Rental Housing Resources iv (1987).

5
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expire. The General Accounting Office has predicted that the
effects of prepayment of mortgages under the Section 236
interest-rate subsidy program and. the Section 221(d)(3) below-
market-interist-rate program, and the conversion of section 8
housing. to market-rate units will be to shrink the stock of
federally- assisted housing from 1.9 million units in 1985 to as
few as 174,000 units in 2005.2

The federal government must act to prevent the existing
stock of federally- assisted housing from suffering this one
thousand percent decrsase. The Subcommittee must explore
progr ...ls to recapture this housing or induce private owners to
keeir their units low-income. In addition, tho Subcommittee
should explore the broader lessons that this potential decrease
in low-income stock. teaches about the limits of a shared private
and'federal responsibility for low-income housing. While private
industry has a legitimate role in the provision of affordable
housing, national. housing policy should never again be made to
rely so heavily on short or medium-term contracts.

In addition to this potential loss of federally-subsidized
units, the Legal Defense Fund is also concerned about how to
maintain of the stock of exiJting public housing. We recognize
that some public housing projects have been failures, isolating
the poor in an environment plagued by crime and an attitude of
despair. Ultimately Congress -mai decide that the goal of
providing all persons with docent, safe, and sanitary housing is
bettor: served by somemechanism other than conventional public
housing. But, at least until acceptable alternatives have been
provided in quantities sufficient to meet the needs of the poor,
the existing stock of public housing must be maintained.

There are now proposals by local housing authorities to
-demolish or sell a great portion of the public housing stock in
cities such as L'ouoton 1Wmmai City, Galveston, Augusta, East St.
Louis, Detroit, SanFIancisco and Bridgeport. These projects
are funded by HUD under the Housing Act of 1937, as amended 42
U.S.C. S 1437, and their demolition is-purportedly limited by the
terms of 42 U.S.C. S 1437p. That section, however, and the
regulations promulgated under it, are marked by vague criteria;
the section also lacks any guarantee for replacement housing.
'Specifically, Section 1437p provides that HUD may not approve an
application for demolition unless *the project or portion of the
project is obsolete as to physical condition, location, or other
:actors, making it unusable for housing purposes, gx za
reasonable program of modifications is feasible to return the

2 fees General Accounting Office, Rental Housing: Potential
Reduction in the Privately Owned and Federally Assisted Inventory
(June 1986); see also Moore, Expiring Subsidies, Nat'l J., Aug.
2, 1986, p. 1884.

fi'
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project ... to useful life." 42 U.S.C. 3 1437p (1982) (emphasis
added). The disjunctive language -- permitting demolition when
unspecified factors make a project unusable for housing purposes
or when rehabilitation is not a feasible alternative -- affords
HUD very broad discretion to permit a, project to be destroyed.

Moreover, once public housing units are lost to low-income
tenants, there is no obligation on local housing authorities to
replace them with a commensurate number of new public units.
Although all tenants in a demolished project must be "relocated
to other decent, safe, sanitary and affordable housing," 42
U.S.C. f 1437p(b)(2), the Act does not require the one-for-one
replacement of demolished units. At a time when there are long
waiting lists for housing in virtually every area of the country,
tha effect of section 1437p is simply to allow those whose hones
are being demolished to jump the queue for remaining public or
subsidized units, prolonging the writ of others who continue to
seek adequate housing.

These problems are further exacerbated by the leeway
currently afforded local public housing authorities to evade the
strictures of section 1437p by maintaining projects in such a
fashion that demolition becomes a fait accompli. At Allen
Parkway Village in Houston and Guinotte Manor and chouteau Court
in Kansas City, for example, local public housing authorities
have instituted admissions freezes and allowed vacant units to
remain' unrented in a deteriorated condition. These actions may
eventually result in the demolition of projects -- in cities with
long waiting lists for public housing -- that could sasily be
rehabilitated. Congress should state explicitly that no project
can be demolished, constructively or otherwise, without HUD
approval; it should also r-luirs HUD affirmatively to prevent
"constructive demolition;" and it should explicitly afford
aggrieved tenants a private right of action to prevent these
practices.

*

The Legal Defense Fund is also concerned about the diversion
of housing funds directed for the use of very low-income persons,
many of whom are black pefions. One telling example is the
preference that local public housing authorities give to
moderati-income persons over very low-income peraond in their
selection of tenants. Despite the statutory requirement that
preferences be given those families wao pay more than 50 percent
of their income for rent, 42 U.S.C. 3 1437d(c)(4)(A), the courts
have held that HUD and the housing authorities can in their
discretion ignore the housing requeults of very low-income
applicants in preference to those who earn more money.3

3 lee Gholston v. Housing Auth. of City of Montgomery, 818
F.2d 776 (11th Cir. 1987).
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Another example is the discretion granted BUD in the
administration of the Community Development Block Grant program,
designed to.insure the provision of housing to persons of low and
moderate income. 42 U.S.C. 9 5301(c). Congress should make
clear that the language that programs *principally* benefit the
poor is not merely precatory,4 and should establish the private
and governmental enforcement mechanisms necessary to insure that
the eid to the poor which is mandated as a condition of federal
funding is actually-provided.*

IX. allarbILDLUSLARDIMUDIURBUdraMUUIRDEB

Discrimination against the poor, especially the minority
poor, is especially intolerable in housing programs that receive
federal funds, yet discrimination has plagued federal housing
efforts from their inception. Under the Rousing -Act of 1937,
localities were granted broad discretion in their siting and
tenant selection criteria, leading to the segregation of
virtually all public housing projects. Not until passage of
Title VI -of the Civil Rights Act of 1964 were federally funded
housing project:, placed under any duty to desegregate.6 In Bills
v. Gautreaqx, 425 U.B. 284 (1976), lawyers successfully
challenged the, discriminatory siting and tenant selection
procedures of the Chicago Rousing Authority. The Court found
that four overwhelmingly white projects ware located in white
neighborhoods and the remaining 99.5 percent of the remaining
family units, virtually all of which were occupied by black
tenants, were located'in black neighborhoods.

Public housing today still remains largely segregated, and
studies have shown that housing officials throughout the country
routinely locate housing for low-income persons in the poorest

4 Ama National Wildlife Fed. v. Nardi, 721 F.2d 767 (11th
Cir. 1983) (BUD may waive requirement that p benefit poor);
D. Falk 6 R. Franklin, Iva Eougina Onport ty: The Unfinished
Made 14249 (1976).

5 tai !Wig, TIM311AtilitllZ111118123AUX
sxclusionary Wunicipal Practices: Creative venues in Fair
agualgagLantansunt, 17 U.C.D. L. Rev. 445, 498-500 (1984)
(BUD has never referred an action for a refund under CDBG to the
Mastics Department); NatagatITY Improvement issPn v. Unite4
States Dart of R.U.D., 645 F.2d 291 (5th Cir. 1981) (private
right of action to enforce Community Act).

6 Am Young v. Pierce, 628 F. Supp. 1037, 1045 (E.D. Tex.
1985); Comment, The_ Public _Rousinqa Administration_ an
nIecrIeInatIgninyederallyng, 64 Bich.
L. Rev. 871 (1966).
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neighborhoods.7 In 1985, Judge Wayne Justice found that public
housing in east Texas was segregated by race: "Blacks live in one
set of public housing sites, whites in another." Young v. Pierce,
628 F. Supp. 1037, 1043-44 (E.D. Tex. 1985). His general
findings are confirmed by Judge Leonard Sand in the Yonkers case,
United States v. Yonkers Bd. of Educ., 624 F. Supp. 276 (S.D.N.Y.
1985), and by the slew of other cases challenging dfscriminatory
siting and selection policies in public housing throughout the
nation.8

Congress should explore ways to prevent siting and tenant-
selection criteria that pc:petuate segregation. It .ill not be
enough, however, for HUD to stop funding local public housing
authorities which permit discrimination: Congress must also act
affirmatively to enhance HUD's authority under Title VI to end
discrimination and to provide the means to redress the effects of
decades of discrimination in public and federally-subsidized
housing.

The Legal Defense Fuad is exploring the extent to which
scattered sites programs divert funds from very low income
persons and might themselves lead to serious racial and economic
discrimination. Tha Housing Authority of Houston, for example,
has committed $5.4 million federal dollars initially earmarked
for construction of a 105 unit public housing development to
purchase 121 foreclosed homes for rental by low and modozate
income tenants. The scattered sites program represents an
innovative approach to housing problems. However, - the
administration of the program can easily prevent those who are
most needy -- a disproportionate number of whom are black or
other minorities -- from receiving housing assistance; only
families with a minimum salary and a good credit history are
eligible for participation in the Houston Scattered Sites
program. .

III. jasordminatignirLHUnicigelLandHeeHegglaticine

It is now wall settled that 42 U.S.C. S 3604(a), making it
unlawful for any person to "make unavailable t deny ... a
dwelling to any person because of race," prohibits zoning or
other land use regulations that discriminate against minorities.
The courts are split, however, on the evidence nectssary to prove

7 gm Citizen's Commission on Civil Rights, A Decent Hose
(1983); Taylor, Brown,loaL2rotaction,endthslegletintuaLtam.
Poor, 95 Yale L.J. 1700, 1729 (1986).

8 lag, e.a., proiect BASIC Tenants Union v. Rhode Island
Housing fi Mortgage Finance Corp., 636 F. Supp. 1453 (D.R.I.
19n6); Adkins v. Metropolitan Dads County, (D. Fla. 1987).

9 Sea Miller i DePalko, Hesegreaating Public Housing:
Effective Strategies, 43 J. Housing 9 (Jan/Feb 1986).

78-541 0 - 87 - 17
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a violation of S 3604(a). While some courts hold that a showing
of disparate impact on minority groups is sufficient to establish
a prima facie violation,10 other courts have determined that a
plaintiff must show discriminatory intent as well as impact to
establish a violation of the Fair Housing Act.11 The Supreze
Court has never ruled on-whether discriminatory impact alone is
sufficient to prove a violation of Title VIII.

In EinnadyMerigfiglekasieny,CitysjidoMawanna, 436 F.2d
108 (2d Cir. 1970), LDF successfully challenged exclusionary
zoning decisions by which New York City, prevented construction of
a low income housing project in a predominantly -white middle
class neighborhood. Although the court ordered relief in that
case, it recognized the pervasiveness of the problem. "The
pattern is an old one and exists in-many of our cousamities." Id,
at 109. Recent decades have-seen the imposition of minimum lot
size requirements, frontage or large building setbacks, and the
exclusion of multifamily housing, all of which have the effect of
depriving minorities and the poor in the private market for
housing of the opportunity to live in and enjoy the resources of
the American "suburbs. The imposition of an intent requirement by
some lower federal courts in Title VIII cases substantially
hampers fair housing Challenges to exclusionary municipal
practices. A focus on "intent" shifts the inquiry from the
discriminatory

1
effect of a practice to a search for the elusive

smoking gun. 4 Congress should clearly -provide that a
municipality may not adopt zoning or land use practices that
effectively keep minority, members out, inadvertently or not,
without a compelling interest.

Congress should also address the remedies available when a
jurisdiction has violated Title. VIII. In an inflationary era,
courts have been reluctant to order relief that would be
sufficient fully to remedy the statutory violation. According to
one prominent commentator, the issue of remedies is "the most
frustrating aspect of Challenges to exclusionary land use
controls." J. Kushner, pair Housina 392 (1983). It is also one
of the most important. If the nation is to fulfill the goal of

10 Au United States v. City of Slack_Jack, 508 F.2d .1179
(8th cir. 1974), cert. denied, 422 U.S. 1042 (1975); Mesident
Advisory Ad. v. Rizzo, 564 F.2d 126 (3d Cir. 1977).

11 MAI smith v. Town of Clarktown, 682 F.2d 1055 (4th Cir.
1982); Metropolitan Housina Dalt. Corp. v. Villaae of Arlington
geiahti, 558 F.2d 1283 (7th Cir. 1977), cert. denied, 434 U.S.
1025 (1978).

12 Nae Jorgenson, Tearing Down the Walls: The Federal
Challenae to Exclusionary Land Use Laws, 13 Urb. Law 201 (1981);
Selig, The Justice Department and Racially Exclusionary Municipal
practices: Creative Ventures in Fair Housing Act Enforcement, 17
U.C.D. L. Rev. 445, 460 (1984).
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achieving "truly integrated and balanced living patterns,"
Trafficante v. Metropolitan Life Insur. Co., 409 U.S. 205, 211
(1972), Congress must insure that the courts have ample direction
to redress, in full,' all violations of Title VIII.

While the federal government is the agency of last resort
for the integration of housing, responsibility does riot rest with
it alone. In some circumstances, state and municipal
governments, with federal assistance and incentives, can be
particularly effective agents for change. Congress should
investigate the financial incentives, tax credits, or assistance
necessary to encourage local governments to remove the barriers
the poor now face in moving into the economic and social
mainstream.

IV. smassainthiLnixlimaiinsuat

In addition to settling the issue of whether impact alone is
sufficient to establish a violation of Title VII, Congress should
redress several shortcomings in the Act's enforcement mechanism.
Although private suits under Title VIII have accomplished a great
deal in ridding the housing`industry of discrimination, the costs
of litigation provide disincentives for any single individual to
challenge a discriminatory practice. Consequently, the Legal
Defense Fund supports a strengthened rola for HUD and the federal
government in the enforcement of the Fair Housing Act. Legisla-
tion now in Congress may address several of these problems, but
if it,is not passed this session, it should be incorporated- into
this Subcommittee's new bill.

As early as 1972, the Supreme Court recognized that the
federal enforcement mechanisms of Title VIII were woefully
inadequate to meet the task of eliminating discrimination in
housing. TralligantezistaggglitALLLitsInsurASio, 409 U.S.
205, 210-11 (1972). HUD itself has no power of enforcement, and
the Justice Department is restricted in the suits it may bring by
the "pattern or practice" requirement. 1-

The Legal Defense Fund believei that, in addition to
granting HUD the power to initiate lawsuits, Congress should
consider giving HUD the authority to issue lease and desist
orders while a complaint is under consideration. Such authority
would provide HUD the means by which to preserve the status quo
and moment ongoing discrimination pending further investiga-
tion.

Congress should also consider strengthening the remedies
available in pattern and practice litigation. The majority of
courts that have considered the issue have held that the
government may not seek monetary damages on behalf of individual

'13 Ase D, Falk & H. Franklin, Equal Housina_Dcmortunity:
The_Unfinished _Federal Agenda 61 (1976).
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victims in a pattern and practice lawsuit.14 The injunctive
relief available in apattern and practice lawsuit however is not
sufficient to deter prospective violators of the Fair Housing
Act. Only the award of monetary damages can provide the "spur or
catalyst" that encourages those who have discriminated "to
endeavor to eliminate, so far as possible, the last vestiges of
an unfortunate or ignominious pages in this country's history."
Albemarle _Paper Co. v. Moody, 422 U.S. 405, 418 (1975). We
suggest adding monetary damages to the type of relief government
can get in pattern or practice lawsuit.

CONCLUS/OR

The Housing Acts of 1937 and 1949 and the Fair Housing Act
of 1968 were all tributes to a great national vision. In that
vision, all Americans would be decently housed in a secure home
in a safe community. Implicit in those statutes was the
recognition ,that such a future could only come about only with
strong federal involvement. As the country approaches the year
2000, the Legal Defense Fund believes that it is time for the
federal government to recommit Itself to fulfilling those
promises and create an environment in which all individuals are
insured a home.

We thank you for your invitation- to participate in this
important process. The Legal Defense Fund would like to continue
its involvement and participation in the development of the
Subcommittee's thinking and we would appreciate you including ua
in all future discussions as the bill moves through Congress.

Sincerely,

us L.
rector-Counsel

14 See. e.a., United States v. Lonq, 537 F.2d 1151 (4th
Cir. 1975); United States v. Mitchell, 580 F.2d 789 (5th Cir.
1978); United States v. Rent-A-House Systems of I11. Inc., 602
F.2d 795 (7th Cir. 1979) .
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The National Advisory Council of HUD Management Agents
Don lei IR Camay Osouraora
Worn Ragman Fest V.ce Presrdeat
Inela Ye**. CM Second ske Pesgent

The Honorable Alan Cranston
The Honorable Alfonse D'Amato
United States Senate
Subcommittee on Housing and Urban Affairs
Room 5-D-535
Dirksen Senate Office Building
Washington, D.C. 20051

Dear Senators Cranston and D'Amato:

On behalf of the forty-six member National Advisory Council of
HUD Management Agents, allow me to take a moment to congratulate
you on your initiative and forethought as you begin a major
review of national housing policy for the eighties and beyond.
I'm sure we join the others in expressing our sincere
appreciation to you for providing us the opportunity to comment
on this timely and important matter.

Let me please take a moment to describe the National Advisory
Council of HUD Management Agents as I believe that this
organization illustrative of a true public private partnership
that works. Formed in 1975, the National Advisory Council of BUD
Management Agents is an independent body of property management
firms and associations. who, together, manage the majority of all
privately owned government assisted housing in the country. We
work together to preserve the existing stock of federally
assisted housing and to improve the quality of management of that
housing. We are in constant dialogue with the regulatory
agencies on procedures, practices and regulations that will make
housing work better. We also try to practice what we preach.

The commitment of the National Advisory Council to bridge the
interests of both the public and private sector in the housing
arena is no more vividly demonstrated than by our formation this
year of a Preservation Task Force. For years, the National
Advisory Council has worked with HUD and the Congress in an
egfort to foster a sound national policy concerning the
preservation of federally assisted housing. We have felt
qualified to do so, as owners and housing managers, as we fully
understand-both the day to day issues as well as federal policy
and its effect upon this vital national resource. By way of
example, the National Advisory Council was instrumental on
calling for the development of a program providing necessary
funding for capital improvements for those projects in need.
Particularly among these are the projects developed under the HUD
BMIR and Section 236 programs of the early seventies. We
strongly believe that a fiscally responsible program which offers
owners and managers funding for capital improvements is

Robert Stow Secretory
Harold Planet. OM Treasurer

Sohn V. Doha, T.Recotrre ()ctor

444 North Capitol Street. NW. Suite118 Washington. DC. 20001 (202) 624.7710
1915 Moreno Boulevcrd Son Diego. CA (619) 27(.4271
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absolutely necessary if we are to avoid the wholesale
deterioration of this vital housing resource. In the absence of
a major new construction initiative such as we saw under the
Section 8 program, which would offer suitable replacement housing
to supplement our aging stock of low and moderate income housing,
a program providing capital improvements funding is considered by
this organization to be an essential building block of federal
housing policy.

The Preservation Task Force to which I refer is an outgrowth of
our continuing commitment to the development of a national policy
on. preservation of the existing inventory of low and moderate
income housing. Formed in April of this year, the Preservation
Task Force chaired by former Advisory Council Chairman G. Lindsay
Crump, is comprised of twenty-five respected members of the
housing community. Their collective experience in the housing
arena and their concern for the preservation of the existing
inventory has been captured by the Advisory Council in an effort
to develop a more disciplined approach to preserving the
federally assisted inventory in a cost effective and responsible
manner. The task force has been charged to look at five major
issues affecting preservation; these include the expiration of
existing subsidies, the development of incentives for owners to
maintain this housing as low income, a review of the impact on
tenants, and analysis of the effect of the prepayment of HUD
assisted mortgages, and last,v, a look at the roles which can be
played by-state and local golsrnment in preservation.

Among the most timely and critical issues we have and will
continue to face within the task force is the issue of prepayment
of HUD assisted mortgages. In the relatively short time that we
have been meeting, the so called prepayment issue has emerged as
the pre-eminent preservation issue. This is the case for two
fundamental reasons:

1. The potential loss of low income units from the
existing inventory;

2. The potential displacement of low and moderate income
persons from the inventory as result of rent increases
or conversions.

Make no mistake, there are and will remain very real concerns
which must be addressed. However, there is a no less fundamental
issue here, one which has major policy implications for Congress
and the Administration as we begin to chart a responsible course
for the 1990's in housing. The right of prepayment is a
fundamental right clearly articulated in the contracts executed
by owners participating in HUD's BMIR, Section 236, and Section
221 (D) (4) programs. It is this right and the expecte&ion that
it creates that has guided the business decisions of many owners.
However, it is this same right that today clouds the preservation



504

3

picture. Well intentioned owners, who for twenty years have
maintained properties in a sound and fiscally responsible manner,
are today faced with potential arbitration of their right to
prepay. There is today an unhealthy air of concern and
expectation that owners will arbitrarily and without just
consideration displace tenants, raise rents or convert to
condominiums. It must be made clear if we are ever to develop a
sound policy on this issue that among the universe of all federal
assisted housing owners, only a portion will want to convert
following a prepayment, only a portion can, in fact, convert as a
result of economic and market considerations and among those that
do convert, there is, in our eyes a rational understanding that
tenant interests must be addressed. Our position should be
clear, that owners who do not or will not take the interests of
tenants to heart are the exceptions. The issues generated by
their action should be dealt with separately. Among the
universe of owners who want to prepay and who will act
responsibly in doing so we have offered our best efforts as an
organization to bring their rights face to face with the public
purpose concerns of the Congress. At the Task Force level to
which I refer, this issue is the nexus of our activity.
Development a sound and rational approach to this issue, in
the last analysis, will probably be the single most important
contribution we can make to the work of the Congress in the
development of a housing policy for the future. However, our
work in the field of preservation is much broader. We will also
focus a great deal of attention on those projects which continue
to require federal assistance. We will attempt to define the
most appropriate ways to maintain these projects as viable rental
housing for those who need it the most.

The work of the Preservation Task Force has been underway since
Apri?, of this year. Our final report. addressing the broad range
of issues affecting the preservation of low and moderate income
housing will be finalized in November. We look forward to
sharing our findings with you and hope that our work will be or
much assistance to you as you create a new housing policy
framework.

To supplement our efforts in the field cf management and
preservation, the National Advisory Council has undertaken the
development of a major program and policy assessment related to
housing management.

Our work "Perspectives on the Management of Federally Assisted
HousingChallenges for the Eighties and Beyond" will address
eight separate topics; topics which, in our opinion, must be
analyzed in the context of a renewed look at housing policy. Our
report will include the following:

-- A historic overview of federal housing policy affecting
the management of federally assisted housing



505

4

The role of the private sector in the management of
federally assisted housing

Challenges for today's housing manager

Assessing federal housing policy and its effects on
management programs bred practices at the local level

Addressing the needs of lower income.persons - a
management perspective

Management and the role of not for profit entities

Preservation of federally assisted housing - a policy
overview

Training the housing manager of thn future

The road from here - the future of federally assisted
housing management

Our report will be a compendium of essays on the above referenced
topics written by experienced professionals each of whom have
more than ten years of hands-on knowledge of federal housing
programs. Our goal is to complete this report for presentation
to you in early November. We hope that it will provide you with
a series of insights and recommendvions that you will, find
useful in the weeks and months ahez,,. We stand ready to assist
you in anyway possible. Please feel free to call upon us.

I hope this letter has been a useful prologue for a period of
constructive dialogue on housing policy. I look forward to
working with you both in the challenging months ahead.

Sincerely,

kddDaniel B. Grady
Chairman
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NATIONAL AMERICAN INDIAN HOUSING COUNCIL
1 D Stmt. N.E. 2nd Floor

Washington. D.C. 20002

PROPOSAL TO CODIFY
TER HUD INDIAN HOUSING PROGRAMS

OHMS! ON! TITLI IN
TN! U.S. MOUSING ACT

July, 1987

Virginia E. Spanner
Exam** Director
(202) 5460091

Over the pact several years, it has become increasingly
clear to the administrators of the HUD Indian housing programs
that the development and management of Indian homes is quite
different from the development and management of public housing
in the nation's cities. However, for most Indians on trust land,
the HUD programs are the only means available for them to obtain
decent and safe housing. While the United States Housing Act was
passed in 1937 to provide cssisted housing to the nation's poor,
it wasn't until 1961 that the Department of Housing and Urban
Development administratively decided that it could serve Indian
families on reservations with the Public Housing Program. The
Indian and Alaska native housing programs have which have evolved
from this decision (Old Mutual Help, New Mutual Help, Turnkey III
and Low-Rent) are characterised by single family detached units,
over 61% of which are homeownership units, a homogeneous
population, and remote rural locations often lacking paved roads
and basic water ant sanitary sewer infrastructure. In addition,
two basic facts must be understood about Federal efforts to house
Indians: first, there exists a trust relationship between the
Federal government and Indian peoples; second, the cultural
traditions of American Indians hava been substantially different
from those of non-Indians.

Currently, the 1937 Housing Act and its smandments do not
recognise the critics differences between the InCian and Public
Housing Programs. Most amendments are directed to the
improvement of public housing which may or may not be applicable
or appropriate to meeting the housing needs in Indian Country.
Specific examples are given below to illustrate some of the
problems encountered when Indian housing authorities (IHAs) apply
the public housing statute and regulations to reservation
residents. Many proposals have been made to Congress and the
Administration regarding the improvement of the Indian housing
d /ivory system. Few have been seriously considered. It is well
documented that problems associated with the administration of
the Indian housing programs are numerous, complex and difficult.
Simplification is a must if HUD and IHA5 are to efficiently
manage their responsibilities. A first step to simplifying the
program is to systematically arrange the laws rnd to consolidate
the regulations that apply to the HUD Indian .musing programs.
The consolidation of the regulations is in the clearance process
at HUD. What is also needed is to consolidate the laws of the
1937 Housing Act so that the programs that they enact can be
found in one place, in logical order, so that appropriate study
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and recommendations can be made to address those areas that are
outdated or not applicable to the delivery of housing to Indians.

Three of the four HOD programs serving Indians are designed
for ultimate homeownership: Old Mutual Help, New Mutual Help,
and Turnkey III. Homes developed under the Mutual Help
Homeownership Programs have no counterpart in public housing, yet
they comprise more than 68% of the _units administered by IHAs.
One example of inappropriate legislation is the requirement that
95% of all public housing tenants be very low income. This
excludes Mutual Help rc ipients because very low income tenants
cannot afford the requirements of homeownership: no operating
subsidies are available for maintenance or utilities under these
programs. Another example is the recently passed request to use
excess operating subsidies to provide relief to PHA: for
increased costs in required insurance coverages. Mutual Help
homebuyers are excluded because they are not eligible for
operating subsidies- -but their cost of coverage has nearly
tripled. HOD, Congress and the PHA: simply forgot to develop a
means of providing relief to all public housing participants.

The Indian housing programs do serve a different population:
the trust nature of the land prohibits alienation and no other
means of financing new housing is available to the Indian
population choosing to stay on their homelands. Homeownership
opportunities must stay available to them. While legislation in
process would change the 95 -5% rule, for the past few years this
rule has been a burden to Indian communities and was applied to
them without thought to the existing homeownership programs. In
addition, legislation that extended Annual Contribution'
Contracts for ten years voided existing Mutual Help Agreements
which were term specific!

Problems that exist in the homeownership programs could
better be addressed if Indian housing legislation is codified and
separated from the Public Housing Program, and regulations are
consolidated. Solutions in the form of amendments or new
regulations would also be easier to implement as they would only
apply to Indian housing and not have to be "exceptions" to public
housing. Often, the Housing Act amendments demand time --
consuming regulatory and handbook interpretations to be developed
before Indian field offices and Indian housing authorities can
respond appropriately. Indian housing authorities, for example,
are still waiting for HOD to determine what applies to
homeownership agreements under the "debt forgiveness" language
included in the 1986 Omnibus Reconciliation Act. Tribes want to
know.if their citizens now own their homes. Indian housing
authorities also need to know so that they can plan accordingly.
This issue is of no concern to public housing tenants in rental
units.

2
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Currently the Indian housing programs have separate
development and administrative proceduree than public housing.
However, in order to discover the origins and intent of HUD's
Indian.Housing Ptograms, one must search through forty years of
statutes creating and amending the Public Housing Program. A
separate title under the U.S. Housing Act codifying the laws
relating to Indian housing would improve the chances of analyzing
and refining the program. It would also state that it is the
policy of the United States Government to assist American Indians
and Alaska Natives in obtaining decent, safe and sanitary
housing.

3
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CHARACTERISTICS OP INDIAN AND PUBLIC HOUSING:

Following are some of the differences between the two programs:

Housing Type

Environment

PE1
Emphasis

Market

Tenant
Issues

Housin
Aut or tv
Size

Indian Housing

Single family detached
scattered site.

Remote rural areas;
scattered site; most
units need infrastructure;
restricted title (i.e.,
trust lands).

60% Homeowner, 40% rental

No other alternative
assisted or private
sector housing available;
vacancy rates almost
non-existent.

No active tenant groups

Majority of IHAs have under
500 units with fewer than
than 5 staff. Most staff
from local area (more
effective, less training,
low pay).

4

23

Public Housing

Multifamily

Majority of
units in pro-
jects in urban
or town set-
tings; Most
projects do not
need infra-
structure.

Over 98% rental

Various other
assisted or
private sector
housing avail-
able.

Active tenant
groups

Various size
PHAs-majority
of PHAS have
over 2500
units. Staff
generally
professionally
trained and
well paid.
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CHARACTERISTICS OP INDIAR AND PUBLIC HOUSING:
(continued)

Indian Housing

-Management capacity,

-Rent collections
-Staff turnover
-Coordination with Bureau
of Indian Affairs (BIA)
& Indian Health Service
(IHS)

-Funding for infra-
structure

. .

'52 4
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Public Housing

-Condition of
units/

-Maintenance/
rehabilita-
tion

-Union wages
-Tenant

advocacy
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STATUTORY, REGULATORY AND POLICY DIFFERENCES BETWEEN
PUBLIC AND INDIAN HOUSING

Program Area

Development

Indian Housing Unique

Separate regulations
handbook i some forms

Indian Housing
Same as Public
Housing

Indian Preference statutory
requirements rather than
Title IV and VIII Equal
Opportunity Requirements.

Separate cost containment
policies.

Separate fund allocation
approach/methodology.

Separate requirements
procedures for Interagency
coordination (BIA, IHS i HUD).

Infrastructure - i.e., BIA
surveys, in some cases, have
never been made; no air
photos available, have to
start surveys from scratch;
roads may be have to built,
both off-site and on-site
water and sanitary sewage
disposal must be developed
or expanded.

Logistics of getting materials
to site can be extraordinary
- i.e., in Alaska, if all

materials aren't ordered and on
barge from Seattle by July 4th,
you may have to wait to build
until following summer or
double cost of construction to
fly in missing parts.

6
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STATUTORY, REGULATOR! AND POLICY DIPPARINCRS BETWEEN
PUBLIC ARID INDIAN MOUSING

(continued)

Program Area Indian Housing Unique Indian Housing
Same as Public
Housing,

Occupancy

Tribe may dictate where home-
sites are - i.e., clan lands

Ins may be managing and
developing units up to 750
miles apart - Planned units
"cluster" or development sites
often were a mistake in early
site planning en some reserva-
tions; became ghettos; scattered
sites preferred for traditional
occupance.

Mutual Help Program is
authorized separately in
the statute; it has
separate regulations
handbook.

Income limit policies
different for all Regions
but Oklahoma.

Lease and grievance policies
different from PH and IH.

Cultural and political
differences abound; before
PH program people did not
pay rent; IHA policies and
procedures must mesh with
tribal policies.

7

IH & PH have
reexamination &
income deduc-
tion policies;
PH & IH have
the same rental
a Turnkey III
family rent
utilities
policies.
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STATUTORY, REGULATORY AND POLICY DIFFERENCES BETWEEN
PUBLIC AND INDIAN ROUSING

(continued)

Program Area

Financial
Management

CIAP

Indian Housing Unique

Performance Funding System
does not work well for
small IHAs; many IHAs have
less than lee units with
1 - 2 staff. Same expense
criteria used but no factor
for additional costs for
servicing in remote locations,
scattered sites.

Unique operating subsidy
regulations for Mutual
Help; Unique operating
subsidy )olicy for Alaska
IHAs

Indian self-insurance pool

8
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Indian Housing
Same as Public
Housing

PL*S statutory &
regulatory re-
quirements
apply to IH
rental programs
but do not pro-
vide accurate
subsidy levels
& should be
changed.
Financial mana-
gement policies
are the same
for PH & IH.

Cash management
and investment
policies are
same for IH and
PH.

Same policies
for IH and PH
but program is
too complex for
IH. CIAP is
oriented to
apartment
building reno-
vation.
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The National Association of Senior Living Industries (NASLI)

'fishes to thank The Honorable Alan Cranston. Chairman of the Housing

and Urban Affairs Subcomaittee, of the Banking. Housing, and Urban

Affairs Committee of the U.S. Senate for the opportunity to submit

reoommendations for national housing legislation, that will have a

positive impact on the development of housing and related services

for seniors at all income levels. NASLI considers it imperative that

the Committee include 'senior housing issues on its agenda.

o Tho housing of seniors represents a substantial percentage

of the total housing market in the immediate and foreseeable

future.

o In round figures. 72% of people sixty-five years of age or

older own the property they live in. 23% are renters. 5%

are institutionalized, mostly in health care facilities.

o Seniors spend a greater proportion of income on housing than

any other age group.

o More than fifty percent of people sixty-five years of age or

older occupy housing which is thirty years old or older.

o Seniors are the owners of most of the household owned

housing stock in this country.

o Senor housing requiresents often differ from those of the

general public, and these unique characteristics often

require special consideration.

o Current tax laws and administrative policies mitigate

against the development of housing appropriate to the senior

occupant, and against the maintenanoe of currently

designkted senior housing stock.

- 1 -
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Baokimmd_on NASIJ

NASLI was founded in 1985. Its diverse membership currently

includes over 500 major corporations, consumer organizations,

academic institutions and governmental agencies represented by over

1,100 delegates. As a multi-disciplinary organization. ?ASIA has

unique charter. It provides the only national forum for airing the

often divergent perspectives of all those concerned with improving

the quality of senior living, whether for housing, transportation,

social and personal services, food, clothing, or other needs of the

burgeoning senior market.

NASLI's purpose is fourfold:

o To redefine the meaning of aging and retirement consistent

with today's changing society.

o To promote the independence of seniors through industry-wide

understanding and sppreoiation of the older person's nerds.

o To improve industry skills to contribute to a better quality

of life for seniors with greater self-reliance.

o To foster a sense of "empowerment" that promotes

opportunities for elders to apply their experience and

sYtlla conristent with their energies and interests.

NASLI is the major resource network of organisations and

profersionalo devoted to meeting the shelter, health service and

contosur product needs of the older population. It is both catalyst

and standard setter for tusiresses and service organizations

consideriot ways to serve older adults.

- 2 -
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necesaary to restore certain tax benefits reduced or

eliminated in the Tax Reform Act of 1986. in oxeler_to alleviate an

otherwise inevitable deoresse in the development and maintenance of

Mnsubmidised low and moderate_inoome_rental housing.

The availability of moderate and low coat rental bousing is

particularly significant for seniors, many of wbom live on fixed

incomes. While he general economic position of our older population

is improving, the majority have relatively low incomes, with 21% of

persons over 65 near or below the poverty line.

According to an analysis prepared for the Neigbborhood

Reinvestment Corporation, the Tax Reform Act of 1986: 1) reduces the

value of deductibility of interest and real estate tax expenses; 2)

increases the depreciation period from as few as 15 years to 27.5

years; 3) repeals capital gain preferences thus eliminating any

difference between taxes paid on ordinary income and taxes paid on

capital gains; 41 further restricts the ability of states to issue

tax exempt bonds which, in recent years, bave provided below market

interest rate financing; and 5) substantially reduces the ability of

limited partners to invest in real estate to obtain losses which belp

reduce tax liabilities resulting from otber income.

NAM urges th, Committee to consider legislative action to

encour;v: investors in, and developers of, senior rental housing to

put their financial resources and expertise to work on building and

renovating rental units for moderate and low income seniors.

*Phillip L. Clay, "At Risk of Loss: The Endangered Future of
Low-Income Rental Housing Resources", Massachusetts Institute of
Technology, Cambridge, MA, Hay 1987, p. 24.

- 3 -
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Recently enacted federal tax law has negative implications for

investors and developers who desire to make available aoderate and

low income rental housing either through new construction or

renovation of existing housing stock. While recognising the

importance to the U.S. economy of participating in programs which

increase available rental housing for seniors at all income levels,

investors and developers generally consider their hands tied by tax

law restrictions and disincentives.

Currently, Federal tax law provides no :cal incentive to invest

in and develop low and moderate income rental housing. As a

consequence, investors are likely to favor profit making construction

opportunities skewing the development of housing away from moderately

priced rental units. What tax incentives do exist in the Tax Reform

Act are so complex as to be practically unusable.

Although it is too early to document the impact of the changes in

Federal tax law on the availability of rental housing, logic dictates

that the result of the inevitable reduction ot available rental units

will be both a decline in total number of units, and a substantial

increase in the rents for those units that are on the market. NASLI

f that people of all ages will compete for occupancy of a

dramatically dwindling stock of reasonably priced rental units. The

National Association of Hose Builders has predicted a rent increase

of 20% for units across the board if building cannot keep pace with

demand.

The Committee should take a strong position in regard to the

preservation of properties for low and aoderate income rental units.

The Department of Housing and Urban Development should have imposed

legislated requirements forbidding the sale of designated aoderatt.

- 4 -
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and low income rental properties. These properties financed through

HUD resources, or FHA insured, and substantially occupied by

recipients of Section 8 subsidies must not now be converted to market

rate users, thus compounding the problem of available rental units

for the vulnerable elderly population as wall as for others in need

of low cost rental housing.

Furthermore, current tax law encourages owners to upgrade rental

properties which, in locations where supply of rental units is

limited, will result in a rise of rents. This in turn is likely to

lead landlords to rent units to more affluent tenants. Such a trend

will foreclose rental housing to those sectors of the population who

cannot afford to purchase homes.

- 5 -
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Congress should enact legialation establishing a National

ComsonitY Housing Partnership Protras which_addreases the housing

needs of all yersona with low and moderate incomes. including

peniors.

NASLI supports, in principle, the proposal of the National

Coalition on Low Income Housing (NCLIH) for a National Community

Rousing Partnership Program, although it is not prepared at this time

to comaent on the specifics of that program. The NCLIH is proposing

the creation of a federally sponsored program to encourage and assist

non-profit sponsors to construct and rehabilitate low and moderate

income housing projects. Under this program, the federal government

through HUD would partioipate with states, cities, non-profit

organizations and foundations, where these entities provide matching

funds to augment federal assistanoe to low and moderate !noose

housing projectu. The financial assistanoe provided by this

partnership might support activities such as:

o Project specifio technioal assistance

o Project speoifio seed money loans

o ProJeot apeoifio matching grant or loch

o Program wide nonprofit support.

NASLI'e concern for improving the quality of life for seniors

extends to all economic groups. Those among our members who invest

in or develop senior housing recognize the urgent national need for

more affordable housing for the majority of seniors who cannot afford

-6 -
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most of the upscale housing currently being built or renovated for

the senior market.

The program would stimulate development cf multi-family and

single room occupancy rental units as well as limited equity

cooperatives, condominium and single family hoses. Occupancy would

be income liwited.

Unfortunately, with the advent of the Tax Reform Act of 1986 and

he decline of direct federal support for low income housing,

developers of senior housing, just as housing developers generally,

are unable to commit substantial assets to projects that result in

almost certain financial loss. Through a program such as that

proposed by HOUR it would be possible for the private sector to

participate with governmental and nonprofit sponsors in providing for

the housing needs of moderate and low income seniors.

- 7 -
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Congress should enact legislation supporting and Providing seed

pone for an organization within the senior housing industry to

establish national standards for accreditation of senior housing.

facilities, and to provide accreditation to those facilities.

nationwictithhse standards once they are set.

Historically, the senior housing industry has experienced some

loss of credibility with older persons because a small percentage has

been victimized by uncertain finamIng, the poor quality of housing,

or mismanagement. Seniors, because they cannot readily recoup their

lost assets, =re especially aggrieved when housing projects in which

they have invested are financially distressed, go bankrupt, or

dwelling units are poorly constructed or poorly managed.

As an association whose membership serves the senior market, a

NASLI objective is to assure that the facilities, products and

services which its members provide to consumers are reliable, safe,

and of good quality, that financing is sound and management

competent. Although some states have enacted statutes requiring that

certain types of senior housing meet specified financial criteria as

a prerequisite to marketing, there are no nationally recognized

accreditation programs for senior housing.

The establishment of such a program by a national, private,

non-profit organization of substantial visibility within the senior

housing industry, would serve in several ways to upgrade the quality

and reliability of products and services marketed to seraors.

- 8 -
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Accreditation of senior housing facilities in accordance with

generally recognised standards would:

o 2stablish a regular evaluation process whereby objective

evaluators can identify early warning signs of problems with

a facility and recommend corrective action;

o Identify a particular body whose accreditation would be

acceptable to state and federal licensing agencies as a

prerequisite for granting a license or providing funding to

senior housing facilities requesting licensure or funding;

o Create incentives for managers of senior housing facilities

to provide in-service training to upgrade the skills of

staff, where achievement of certain standards of competence

for such staff is a prerequisite to accreditation.

o Improve the credibility of specific facilities in the mind

of the public.

o Assure that resident transfer policies are properly drawn

and administered to protect residents rights when another

level of care may be needed.

NASLI believes that it is more appropriate for a private,

nonprofit organisation strongly identified with the senior housing

industry to set industry standards for accreditation than a

governmental regulatory agency would be. For example, the standards

for and accreditation of hospitals have been promulgated by the Joint

Commission on Accreditation of Hospitals, whose members are 5

prestigious national private health organisations. Currently,

licensing and accreditation of senior housing varies substantially

- 9 -
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among states, both as to what types of facilities are subject to

accreditation or licensure rules, and as to the scope of these

rules. State-by-rtate regulation is problematic for investors,

developers and managers of senior housing, especlwlly for firms that

market to seniors in several states. The establishment of an

objective industry standard setting and accrediting body, acceptable

to consumers, regulators and providers of housing would serve the

needs of all those concerned about provision of reliable, good

quality senior housing.

- 10 -
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Congress should enact legislation to _Drovide funding to

accelerate training_and educational programs in_order to upgrade the

performance of staff who have direct or indirect responsibility for

the well being of senior residents.

NASLI directs the Committee's attention to the shortage of

personnel qualified for skilled positions in senior housing

facilities. Much of the available training is inadequate, and

although certificate programs exist, issuance of a certificate

frequently is not contingent on the achievement of measurable levels

of performance in the training. Furthermore, the training itself may

not be designed or carried out in accordance with generally accepted

curriculum requirements.

University based courses are generally of high quality.

University based continuing education programs provide, flexibility

for those who want to improve themselves professionalli while

working. Consequently, while Congress should generally encourage

education and training for persona working in senior housing, it

should limit certification to recognized institutions of higher

education which are capable of developing curriculum, providing

faculty, and offering educational and training opportunities, which

demonstrably result in upgrading thr Job-related performance of

senior housing staff.
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Congrese should establish a national body widely representative

of the public and_private sectors to advise it on housing policy,

including_senior housing policy. This body should be sufficiently

free from immediate political commitments so that it can provide a

longer range perspective on national housing policy than the current

policY_Processes permit.

Housing policy is particularly vulnerable to manipulation by

politicians and economists because it iniolves a basic necessity --

shelter -- around the provision of which a vast industry has grown.

Historically, housing policy has frequently been molded to achieve

immediate economic objectives at the expense of longer range social

goals. It is important for policy makers to remain aware that the

housing stock of this country is not simply the asset of title

holders. It is one of our most valuable national assets, deserving

of the same high level of protection and consideration that we demand

for our national park lands or our national highway system.

The U.S. needs a mechanism for debating housing policies of

national stature -- which debate includes not only political and

economic consideration but social, demographic, psychological and

environmental issues as well. In addition to reaching consensus on

the most appropriate policy recommendations to Congress this body

should have the ear of successive ndministrations. This requires

designation of prestigious experts in various aspects of housing,

social philosophy, and public policy, who have the capacity to

critique long.term implications of various proposals.

An advisory body to Congress might, for example, review current

housing programs to determine whether they are achieving their

540
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original objectives, or whether these objectives continue to be valid

as national policy goals. It might also propose innovative

approaches to federal/state/private sector cooperation in using

existing and new housing stock more effectively, or suggest new

priorities for providing housing.

In the area of senior housing, a national body reporting to

Congress would be ideally positioned to broaden the debate on long

tern care beyond its current medically-oriented stance to one which

encompasses senior housing issues. By focusing on the residential

aspects of long term care, there may be national recognition that

many older persons in need of social, personal, or financial

assistance over the :ong term, can be adequately cared for without

involvement of expensive health care resources and facilities.

13
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Conclusion

The Committee is undertaking a complicated but essential task in

reviewing and recommending new directions for housing in the United

States. NASLI congratulates the Committee an its initiative and

expresses its interest in participating on behalf of the senior

living industry in the Committee's deliberations in any way the

Committee considers appropriate. In particular, NASLI would

appreciate the opportthlity to share with the Committee additional

concerns and legislative recommendations which, because of the press

of time, it has been unable to include ia this submission.

- 14 -
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NATIONAL
ASSOC/ATION

COUNTIES
44ofiragN:=6:261.b14004c20001

The National Association of Counties supports efforts in
Congress to develop a national housing policy which addresse,-
the critical need for decent and affordable housing. The nation
has a housing crisis. Between 1974 and 1983, the number of
rental units that were affordable for low-income households
declined by over two million units while the number of rental
households earning less than $10,000 increased by over 3
million. Less than 25 percent mf low-income renters who need
subsidized housing receive housing assistance. As a result,
many low income households pay staggering percentages of their
income on housing - 30, 4C or 50 percent, live in physically
inadequate and overcrowded housing, or are homeless.

Moderate income as well as low income persons are
adversely affected by the housing crisis. Construction of
rental housing for both income groups has diminished as a result
of reductions in direct federal expenditures for housing and the
elimination or curtailment of tax incentives to investors. Many
potential first-time homebuyers find themselves priced out of
the conventional mortgage market.

The National Association of Counties adopted a resolution
calling for formation of a special task force to develop
proposals for a new legislative housing initiative. This task
force feels that several principles,should govern formation of a
national housing policy:

1. Local governments have developed expertise in
packaging and financing affordable housing. A
national housing policy should capitalize on this
expertise and provide local and state governments
maximum flexibility in designing affordable housing
programs which respond to local needs.

2. Congress should provide an adequate and predictable
level of funding for housing.

3. National housing policy should encourage mixed income
housing developments. Concentrations of low-income
persons should bo avoided.

4. Congress should modify federal tax code provisions to
insure that tax-exempt finance and investment
incentives are of maximum benefit in financing
affordable rertal .rousing.
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5. Congress should encourage homeownership through
various insurance and guarantee programs and modify
and extend the Mortgage Revenue Bond program to assist
first-time moderate-income homebuyers.

6. Congress should provide incentives to help ensure that
existing low income housing stock is preserved for low
income persons.

7. Congress should expand the federal government's role
in credit enhancement.

A FEDERAL HOUSING BLOCK GRANTS PROGRAM

Block grants to local and state governments are an
effective approach to community development, because they give
local governments the flexibility to develop programs to respond
to local needs. The National Associction of Counties feels this
is a model for the Housing Block Grants program that we propose.

Under a Housing Block Grants program, metropolitan cities
and urban counties would receive direct allocations. State
governments would administer the distribution of funds to small
cities and nonentitlement counties.

Housing Block Grants would substitute for all categorical
housing production and rehabilitation f,rogmes. Eligible uses
should include, but not be limited to development acquisition
and rehabilitation activities, direct loans, loan guarantees,
interest rate subsidies, transitional and emergency sheitc:s
for the homeless, financing for mixed use developments and
financing for alternative construction, like modular housing,
where conventional financing is restricted. Local and state
governments should be permitted to utilize the private sector,
including nonprofit organizations where appropriate and
feasible, to provide affordable housing opportunities through
construction, ownership and management.

The formula for allocating Housing Block Grants to local
and state governments should measure the availability and
affordability of housing. In addition, consideration should be
given to a measurement of local tax efforts for housing.
Counties and cities which do not qualify for what the statute
defines as a minimum entitlement should apply for assistance
through the state administered program.

Local and state governments that apply for Housing Block
Grants should bp required to suznit a Housing Assistance Plan

-2 -
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(HAP). :iUriedictions should prepare a single, comprehensive HMI
which would be implemented with Housing Block Grants and other
housing programs. The HAP should describe what the
jurisdiction is doing with its own resources to facilitate
housing and a plan to leverage private sector resources.
Housing Block Grants should be used to create and expand housing
programs, and not merely substitute for state and local housing
efforts.

The federal government should continue to provide funding
separate from Housing Block Grants for Section 8 certificate!
and vouchers. However, local governments shoula not be precluded
from using Housing Block Grants to supplement rent subsidy
programs. Separate funding also should continue for public
housing operating subsidies and the comprehensive improvement
assistance program. Despite their cost, deep subsidy programs
are the only way to assist very low-income persons.

Local governments would have less administrative costs in
a Housing Block Grants program than under the current
categorical housing production and rehabilitation programs which
have separate applications and deadline's, and different
reporting requirements and regulations. A Housing Block
Grants program would form an effective partnership between the
federal, state and local governments and the private sector to
develop creative strategies to addrosi the affordable housing
crisis as it impacts particular communities.

PRESERVATION OP EXISTING LOW-INCONE ROUSING

Expiring federal contracts and low-income occupancy
restrictions have put at risk a substantial number of the 1.9
million privately-owned, federally-assisted, low-income rental
units under the Section 8, Section 236, and Section 221(d)(3)
programs. Some estimates indicate that as many as 900,000 units
could be lost from the low-income stock by 1995 as mortgages are
prepaid.

Prepayment of those mortgages could cause
reconcentrations of low-income populations as developments in
more marketable areas convert to market rents, while use
restrictions continue on units located in more marginal areas.
Congress should ensure that the existing, federally subsidized
and insured low-income housing stock remain affordable for low-
and moderate-income households. The following actions could
assist in preserving this houRing stock.

- 3 -
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1. The federal government ghoul.. develop incentives such
as below market interest rate second mortgages and
rehabilitation loans for owners who agree to continue
use restrictions on the development for the duration
of the mortgage or loan. Congress should consider
raising the cap on the rate of return, thereby
allowing developers access to more of their equity,
provided the developer maintains use restrictions on
the property.

2. The federal government should ensure replacement of
any units that are lost from the low-income housing
inventory on a unit per unit basis.

3. Tenant organizations should have first right of
refusal to purchase developments in which the owner
intends to prepay a mortgage. If a tenant
organization and its designated nonprofit organization
elect Z.at to purchase the development, then local
government agencies and finally state housing cgencies
should have the option to purchase the property.

FINANCING

The federal government must provide a tool to make
private sector multifamily housing financially feasible. The
housing task force of the National Association of Counties
proposes the creation of a secondary market for below market
first and second mortgages. The accompanying chart (see next
page) describes the role of a new secondary agency.

Private lenders and local housing .inance anencies would
underwrite mortgage loans. Lenders would have to be approved
And use standard lending criteria. Mortgages would then be
purchased by a secondary market, either an arm of Ginnie Mae or
a new government agency. The new agency would package the
mortgages which would be sold on the private securities market
as Series A and series B bonds. A developer would be
responsible for a previously agreed percentage of the debt
service which would be determined by the public purpose nature
of the project. The remaining debt service would be funded by
the equity participation on Series B bonds or by government
subsidy. State and local governments could provide additional
subsidies. These bonds would be tax-exempt and have an FHA
guarantee.

-4 -
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IMPACT OF TAX REFORM ON HOUSING

The National Association of Counties is concerned about
the impact of the 1986 tax reform on housing. An immediate
effect has been a substantial reduction in the issuance of tax-
exempt bonds. Congress should modify the federal tax code to
ensure that tax-exempt financing and investment incentives are
of maximum benefit in financing affordable housing. The
following are some of the revisions that Congress should
consider.

A. Ir-r-Income Housing Tax Credits

The housing task force suggests the following revisions
to the low-income housing tax credits to make them a more
useful tool for housing construction and rehabilitation.

1. The amount of the credit should be constant.

2. The maximum credit for new construction and
rehabilitation of qualifying units financed with tax-
exempt bonds should be raised.

3. The residency term and credit term should coincide.

4. Implementation of tax credits should be simplified by
eliminating involvement by state and local governments
in determining eligibility for the credits. Investors
simply should be allowed to claim the credit for
eligible units.

B. Depreciation

1. The period over which real property may be depreciated
should be shortened.

2. Investors should be allowed accelerated depreciation
for developments with low-income units.

C. Capital Gains

Congress should consider exempting sellers of multifamily
rental property from capital gains t:Ixes provided that
the purchaser agrees to maintain or convert the units for
use by low-income households.

- 5 -
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D. Mortgage Revenue Bonds

Mortgage Revenue Bonds should be extended beyond the
current sunset date. We further recommend raising the
per capita limit, eY-anding the eligible uses of MRBs to
include development costs to sponsors, and designating
specific authority for Was ;part from other state bond
authority.

E. Tax-Exempt Multifamily Housing Bonds

Multifamily housing bonds should be subject neither to
the current unified volume cap nor the alternative
minimum tax.

GENERAL ISSUES

There are a number of issues which affect housing
affordability and promote goals which shoulf be integrated into
a national housing policy. The following are some of the issues
that should be addressed.

Davis-Bacon. Congress should weigh the impact of Davis -
Bacon on housing costs and consider exempting housing
from coverage altogether or developing guidelines which
would allow payment of the actual local prevailing wages
for construction programs.

Fair Housing. Congress should consider requiring all
recipients of federal funds, irrespective of the source,
to certify compliance with fair housing laws..

Community Reinvestment Act. Congress should examine ways
to strengthen this Act.

Housing Reserve Funds. Congress should examine reserve
funds for all housing programs, including those
maintained for Section 202 projects and public housing,
as potential funds for expansion of new units or creation
of new developments.

The National Association of Counties reaffirms its
resounding support for the Community Development Block Grant
program. We look forward to working with Congress in developing
additional federal tools whit'" promote a new national housing
policy for decent and affordable housing.

- 6 -
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LNTRODUCAON

Housing has always been and continues to be one of the
highest perconal and social priorities in America. Survey data
indicate that homeownership is not only an individual desire, but
is seen by most Americans as a public objective deserving of
government support.1 Indeed, decent and affordable housing is
considered essential to the quality of life for all. Because of this,
a variety of public policies have been pursued to ensure an ef-
fective system for the delivery of such hor 'ing to all Americans.

The results of these efforts include the long and steady rise
in the homeownership rate from 44 percent in 1940 to 65 per-
cent in 1980. Over the same. period, the housing conditions of
all segments of our society improved, often remarkably so. To
-sustain these gains in homeownership, and to assure continued
fulfillment of the housing needs and expectations of all
Americans, there must continue to be a positive and effective

..national housing policy.

In this decade, progress toward improved housing quality,
reduced .housing cost burdens, and more widespread
homeownership has stagnated. In part, that stagnation has
reflected cutbacks in Federal effort to meet the nation's hous-
ing needs, as housing programs have borne a disproportionate
share of Federal budget cuts. The adverse impact of those
budget cuts has been cushioned by the long-lived nature of the
housing stock, a strong economic recovery and the long term
obligatinns built into earlier housing programs However, the
adverse imircts wile soon begin to accelerate as a result of the
expiration of Federal and private commitments to provide low-
cost housing for low and moderate income families. Moreover,
recent changes in tax law have discouraged production and
rehabilitation of rental housing.

Thus we are pleased that the Congress will be considering
landmark legislation to revitalize national housing policy. This
document indicates areas where we feel legislative action is most
needed and, in many instances, provides specific recommenda-
lions. In doing so, we have attempted to learn lessons from prior
and current experience with housing policies and programs and

1
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The decline in the homeownership rate has been particularly
dramatic for young households.
Source: US. Bureau of the Census, unpublkhed data.

have souga to combine the best of experience as well as new
ideas.

At this we have made no effort to indicate priorities among
these proposals, nor to match these ideas to limited resources.
We realize that fiscal considerations need to be taken into ac-
count; deficit reduction is a high national priority for all of us.
Therefore, we look forward to working with the Congress in
developing priorities and determining the resources that will be
required.

The National Association of Hone Builders has analyzed
these issues in several reports over the past few years. Our 1985
report entitled Housing America: The Challenges Ahead
described the housing needs of the future and the problems
posed by demographic, economic, and regulatory changes. Our
1986 report, Low- and Moderate-Income Housing: Progress,
Problems, arid Prospects documented the range of housing
problems facing lewer-income people and the erosion of

2
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Federal efforts to help address those problems. That report also
analyzed prospective problems due to expiration of government
and private commitments to provide low-income housing and
reviewed efforts at the state and local levels to provide housing
assistance. In 1986, we also produced several analyses of the na-
ture and impact of provisions in the Tax Reform Act of 1986 that
affect housing. In 1987, NAHB joined with the National As-
sociation of Realtors and the Mortgage Bankers Association to
produce a set of guidelines for housing policy under the title
Toward a National Housing Policy. All of those reports are
naturally available to the committee.

This submission offers a set of specific proposals based on
the anrlyses and policy recommendations presented in those

- reports as well as on the efforts of a special Task Force formed
by the current lt-..Adership of NAHB.

3
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GOALS AND PRINCIPLES

We believe that governments at all levels have a respon-
sibility to encourage and improve the affordability and
availability of housing for their citizens, usirg the most cost-ef-
fective means at their disposal. Such policies benefit not only
the direct recipients of assistance but also society as a whole.

Several recent analyses have made a sharp distinction be-
tween availability and affordability. Such a sharp distinction is
somewhat misleading since availability and affordability are two
sides of the same coin. The real issue is the availability of decent,
affordable housing: -

The evidence of the problem of affordability for renters in-
dudes large increases in the ratio of rent to income foi tenter
households. As of 1983, the median rent to income ratiowas 29
percent compared to 20 percent in 1970, and renters in the
lowest income quintile in 1983 paid a median of 62 percent of
their incomes in rent2. Between 1983 and 1986, rents increased
by 18%3, while the median income of renters increased 160,
so that the rental affordability problem has gotten even worse.

For Lime buyers, the key to affordability is the cost and
availability of housing finance. There are several dimensions to
housing finance that are relevant. First, there is the problem of
the down payment and other up-front costs. The availability of
FHA-insured and VA-guaranteed mortgage loans (plus FmHA
financing in rural areas) has been vital to assuring that such up-
frc nt costs are not an insurmountable barrier. Second, there is
the problem of the affordability of monthly payments and the
associated problem of mortgage underwriting criteria based on
payment to income ratios. New underwriting criteria and the
elimination of the FHA Section 245 graduated payment
mortgage program, plus restrictions on Mortgage Revenue
Bond programs, have created a situation where any rise in
mortgage rates could severely jeopardize the ability of home
buyers to qualify for loans. The third aspect of housing finance
bearing on home buyer affordability is real mortgage interest
ratesinterest rates net of expected inflation. In prior years, the
expense of high nominal interest rates was offset by the expec-
tation of increases in home values. With real house prices stag-

4
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nant and inflation generally under control, the current level of
nominal interest rates represents a very high real rate and a very
high net cost of home ownership.

In addition to the cost of housing finance, home buyer af-
fordability is also affected by house prices. Thus far in the 1980s,
national average house prices, adjusted for changes in quality,
have increased relatively little in real terms, but in some areas
house prices have increased quite sharply and have reached dis-
tressingly high levels. Those areas have generally been charac-
terized by growth controls, regulatory delays, and high
development fees.

Measures that show declines in the incidence of substan-
dard housing and overcrowding have been interpreted to mean
that the availability of decent housing is a problem secondary to
the affordability issue.. Similarly, rear-record vacancy rates
imply that, at least on a national basis, there is a plentiful supp-

5
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ly of housing. However, other evidence shows that, while the
overall supply of decent housing may be adequate, large num-
bers of lower-income households have been unable to obtain-
such housing. Such evidence includes:

o An apparent explosion in the homeless population,
with the greatest increase consisting of increases in
homeless families.

o An inability of households chosen to receive assistance
in the Section 8 and voucher programs to find housing
that conforms to program standards. Of those
households who do not already occupy qualified
housing at the time of their selection as prospective
beneficiaries, approximately half fail to find housing
that qualifies and must therefore forego benefits.

o A decline in the number of vacant units with rents
below $300 per month, at the same time that the
overall vacancy rate has increased.6

Low income households have always found housing less
available than households with higher income, but several
aspects of the current situation suggest that the gap between the
housing ".blves' and "have nots" has becomeor will become
more severe. One development is the movement away from
federal policies that acted to create housing specifically reserved
for low income households. Recently, policies favoring
"demand-side" subsidies have pushed more low-income
households into the overall, unreserved housing market,
producing upward pressure on rents for the few unsubsidized
units that are affordable to lower-income households. At the
same time, gentrification and other factors have curtailed the
supply of housing units provided through a trickle-down process
(or "filtering") from higher-income households.

Beyond the desire to live in decent housing, most
Americans want to own their own homes. The opportunity to
own a home has inspired generations of Americans and brought
them into the social mainstream. Homeownership yields extra
dividends to society by fostering pride and participation in one's
corn ...unity, by encouraging saving, and by promoting social and
political stability. These tremendous personal and public

5 8
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benefits strongly justify governmental action to facilitate
homeownership through policies designed to enhance the affor-
dability of home purchase.

Thus, the basic goals of national housing policy should be
decent, affordable housing for all Americans and widespread
homeownership opportunities. In recommending policies to
achieve our national housing policy goals, NAHB believes that
certain principles should be recognized:

(1) The private sector is the best mechanism for
meeting the demands for housing,.

(2) All levels of government must be involved in
assuring decent and affordable housing for all
Americans and widespread homeownership
opportunities

(3) Low and stable interest rates are the most
important factor in housing production and
affordability. The federal government should
place high priority on pursuing a mix of fiscal and
monetary policies that reduces the deficit,
promotes long-term economic growth, and
ensures an adequate supply of capital.

(4) State and local governments should work in
concert with the private sector and the federal
government to expedite the delivery of affordable
housing and to meet special housing needs in
local markets.

In line ,vith this approach, NAHB makes the following
recommendations, directed toward the twin goals of decent
housing for all and widespread homeownership opportunities.

7
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TAX POLICY AND HOUSING

Tax incentives are an efficient means of implementing
public policy because they influence private-sector economic
decisions without the additional costs and delays typical of
programs funded by Congress and implemented by government
bureaucracies.

The Tax Reform Act of 1986 has made investment in rent-
al housing less attractive and helped to induce a sharp decline
in rental construction. All rental construction has been adver-
sely affected, but the greatest adverse impacts have fallen on
construction of rental units intended for low- and moderate-in-
come households. Although the new tax law contains some
.provisions intended to encourage construction or preservation
of low income rental housing, those provisions are unduly com-
plex. In order for the provisions regarding tax-exempt financing
and the low income tax credit to be effective incentives, they will
need to be substantially modified.

Recommendation: It is essential that the tax code continue to
provide significant incentives for homeownership through
deduction f:f mortgage interest and property taxes.

The homeowner deductions in the tax law reflect the
basic societal value placed on widespread homeowner-
ship. Yet, there has been talk of limiting the
homeownership tax deduction to raise revenue for
various purposes. Most people recognize, though, that
any limitation, however small, can easily expand to
weaken or eliminate this central provision of housing
policy, with important impacts on the homeownership
rate and housing affordability.

Recommendation: The sunset on state and local authority to
issue tax-exempt mortgage revenue bonds should be eliminated.

Mortgage revenue bonds have played a key role in
making home ownership possible for moderate-income
households seeking to buy their first homes. The imposi-
tion of "sunsets", and their periodic extensions, create
disarray in the management of these valuable state and
local programs.

8
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Recommendation: Tax policy should encourage and facilitate
the accumulation of down payments.

Moderate-income first-time homebuyers would be
greatly assisted if they were allowed to withdraw, without
tax, funds from tax-deferred IRA or 401(k) retirement
accounts for use as down payments. Essentially, this
would be equivalent to allowing them to invest in their
own homes rather than in mutual funds, CDs, or other
investment vehicles.

Recommendation: Significant changes should be made in the
low income rental housing tax credit, including:

(1) Administration by HUD, rather than by the IRS.

(2) Exemption from passive loss and minimum taz
provisions.

(3) Flexibility for states to provide larger credits, if
necessary, subject to the statewide cap.

(4)Elimination of cumbersome requirements
regarding allocation according to when
properties are placed in service, by allowing
allocation authority to be carried forward.

The tax credit is a potentially powerful tool, particularly
when combined with other federal, state or local assis-
tance. However, unless it is made much more flexible
and workable, the amount of additional housing
provided relative to the tax credit allowed will be small.

Recommendation: Tax incentives should be available to en-
courage owners of properties reserved for low-income occupan-
cy to extend their participation in assistance programs,

Under Section 221(d)(3)BMIR, Section 236, and other
programs, privately-owned units are restricted to low in-
come occupancy and reduced rents. The contracts under
which owners agreed to restrictions, in return for
favorable financing terms, provided that owners could
prepay the mortgage rnd withdraw from the programs,
generally after twenty years. Those twenty-year lock-in
periods are about to expire in many cases. Tax incentives
should be among the tools available to pursuade owners

9
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to continue to participate in assistance programs. For ex-
ample, it should be possible for the low income tax
credit to be granted to owners of such properties, even
though there is no change in ownership.

Recommendation: Material participants in rental real estate
should be treated under the tax laws in a manner comparable
to material participants in other activities.

The 1986 Tax Act classified nearly all rental real estate
activities as passive and thus limited the deduction of as-
sociated losses. Tills ignored the fact that many
developers and- owner_ materially participate in the
management of rental properties and should be allowed
to deduct, at a minimum, heir cash, out-of-pocket los-
ses.

10
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HOUSING FINANCE

Federal policies to ensure the availability of housing credit
and to reduce its cost have been a major component of nation-
al housing policy since the 1930s. These policies have helped
produce the best mousing finance system in our Nation's history.
Despite this fact, many federally related elements of the system
recently have been under attack from the Administration. The
appropriate course for public policy over the years ahead is to
generally preserve the system we have today, and to make fur-
ther improvements where appropriate.

The major components of an effective federal policy on
housing finance include:

o Federal mortgage insurance and guaranty programs
that provide home buyers access to credit on favorable
terms and at reasonable cost.

o Federally related secondary market institutions that
provide access to credit in national and international
capital markets.

"' Thrift institutions that are committed to housing
finance, backed by a strong deposit insurance system
and regulated by an effective Federal Home Loan
Bank System.

Today, the FHA and VA mortgage insurance and guaran-
tee programs are relied upon by over half of all first-time home
buyers purchasing new homes. The well-developed secondary
market for mortgages rests on the effective functioning of
GNMA, FNMA, and FHLMC. Thrift institutions, while finan-
cially troubled in some areas, are still providing over half of all
housing credit. All of these key elements of the housing finance
system must be maintained or strengthened.

Rtgonmsnialthru FHA must be maintained as an effective
mutual mortgage insurance program for low-downparnent
loans.

Actions to reduce the effectiveness of FHA have been
proposed in recent years. Such changes must be avoided.

Recommendation: The volume limitation on the FHA Adjus-
11
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table Rate Mortgage program should be removed and a com-
parable VA ARM program begun.

The FHA ARM was set up as a limited demonstration.
The program has proven its worth :Ind should be freed of
volume restrictions. A similar VA program should be es-
tablished.

SOURCE OF FINANCING
FOR FIRSTTIME HOMEBUYERS

OF NEW HOMES. 1986

Source: NAHB, 'Profile of the New Home Buyer, 1986'.

Recommendation: Binding volume limits shold not be im-
posed on the VA rr'rtgage guaranty program, and additional
fees should not be imposed on veterans who are entitled to the
VAprogram.

In recent years, attempts have been made to cap the
volume of VA loan guarantees and to raise fees to users
of the program. These proposals are attempting to
change the fundamental characteristics of the VA
program--away from an entitlement/guarantee program
and toward an insurance-type program subject to federal
credit budget limits.

12
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GROWTH OF RESIDENTIAL
PASSTHROUGH SECURITIES
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Today, more than 60 percent uf home mortgage originations
are sold as securities in the secondary market. The
Federally-related agencies (GNMA, FNMA, and FHLMC)
account fr the lion's share of this activity.
$our Board of Govern= of the Federal Reserve System.

Recommendation: GNMA, FNMA, and FHLMC should be
preserved in their current roles, in order to maintain efficient
functioning of the mortgage system and ensure affordable
mortgage credit for home-buyers.

CNMA is the key to the availability of FHA and VA
financing. FNMA and FHLMC should continue to
operate as federally-sponsored enterprises with Con-
gressionally mandated commitments to housing finance.
They should be permitted to operate without the imposi-
tion of user fees and with minimal interference from
federal regt ators, and the current system of establishing
loan-size lihAits should be maintained. They should aLse
be encouraged to develop and employ technical innova-
tions in the structure and trading of mortgage backed
securities.

At the same time, FNMA and FHLMC should pass along
13
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the benefits of their federal sponsorship to mortgage
sellers and, ultimately, to mortgage borrowers in all parts
of the country, and they should devote appropriate :Jaen-
tion to the needs of lower-income buyers and nJighbor-
hoods.

Recommendation: The structure of FHLMC should be
reviewed, with consideration given to providing the agency with
a broader range of representation and r Articipation.

Consideration should be given to establishing FHLMC
as a federally sponsored enterprise independent of the
FHLBB, to enlarging the Board of Directors, and to in-
cluding representation from- the housing industry.
FHLMC's stock should be allowed to bA tried outside
the S&L industry.

Recommendation: The commitment of the thrift industry to
housing finance should be maintained and enhanced through
incentives and rules governing portfolio composition.

To maintain thrifts' chartered purpose to provide affor-
dable mortgage credit, it is necessary, to restore meaning-

70

60

50

5 A.

g 30

20

hOME MORTGAGE ORIGINATIONS
BY TYPE OF INSTITUTION,

PERCENT SHARE

o OTHERS

0

MORTGAGE COMPANIES

COMO:RCM BANES

7s 76 77 75 79 SO 81 82 83 84 as ea
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originations.
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ful tax incentives for thrift investments in residential
mortgage assets. Congress should also establish a
stronger "thrift asset test, specifying appropriate levels
and types of mortgage investment and substantial penal-
ties for noncompliance.

Recommendation: Depository institutions, and their holding
companies, should be permitted to engage in underwriting and
dealing in private, third-party, mortgage-related securities.

Broader authority for banks and thrifts to underwrite and
deal in mortgage-related securities will create greater
competition in these activities, lower the cost of credit
forborne buyers, and increase the earnings potential for
banking and thrift organizations that face stiff competi-
tion in national and international capital markets.

Recommendation: A long-term strategy for the future of the
FSLIC should be developed in order tc ensure the future
viability of a thrift industry that is committed to housing
finance.

The recent legislation that "recapitalized" the FSLIC is
an important first step ta ,ard addressing the future of
S&L's, but continued study and action is likely to be
necessary over the longer term. For example, pressures
may mount to merge the FSLIC and FDIC funds. Such
a merger could undermine the status of thrifts as special-
ized housing lenders, and should be avoided. The long-
term solution to the FSLIC problem will require creative
thinking vid possible longer termTreasury participation.

Recommendation: Full and appropriate disclosure should be
required to ensure that borrowers under rand mortgage com-
mitments from financial institutions regarding interest rates
and other features established at the time of application for a
mortgage loan.

Misunderstanding with respect to the status of mortgage
loan commitments has arisen, particularly during periods
of sharply rising interest rates. Borrowers must know,
and be able to count upon, terms of commitments made
by len(lers. , ,

15
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HOUSING COSTS

Home building is one of the nation's most regulated busi-
nesses. Much of the regulation is necessary to protect public
health and safety, but, just as in other areas of our society, there
has been a tendency to over-regulate housing. At the state and
local levels, there has been damaging over-regulation of land
use, development, and building technologies. In fact, regulatory
restrictions are a major came of the local housing affordability
crises experienced in many parts of the country. Recently,
federal regulation has been threatening to further restrict supp-
ly and raise costs.

Demonstration projects, such as the Joint Venture for Af-
fordable Housing sponsored by the federal government, have
'shown the potential cost savings from flexible regulations and
streamlined procedures at the local level, but many localities
have failed to adopt such cost-saving changes. Further efforts
to inform and pursuade localities are needed.

SAVINGS IN JOINT VENTURE
DEMONSTRATION PROJECTS,

BY STAGE OF CONSTRUCTION PROCESS

APPROVAL PROCESS

LAND OLVELOPmENT

DIRECT CONSTRUCTION

2 S 4 5 6 7 6 9 10 11

PERCENT SAVINGS

Joint project undertaken by 1,1AHB and the U.S. Department
of Housing and Urban Development shower' !hat relaxation of
regulations can reduce the cost of construction, for new
housing,.
Source: NAHB Research Four lation, 'Joint Venture for Affordable Housing', Average
of 20 projects.
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,Recommendation: The federal government should perform a
continuing demonstration role in developing affordable hous-
ing.

HUD can play an important role in financing research
into new technologies and'promoting joint ventures be-
tween the private sector and state and local government
to acbieve more affordable housing. The National In-
stitute of Building Sciences should be enlisted to
evaluate these demonstrations and promote them to
localities. ..

Recommendation: _Federal agencies like the Environmental
Protection Agency and the Occupational Safety and Health Ad-
ministration of the Department of Labor should carefully con-
sider the impact on housing affordabilityin the development of
regulations,

Current EPA weand and OSHA Hazard esmmunica-
tions rules demontrate a basic lack of understanding of
the operating characteristics of home builders, with the
result that recently issued regulations will cause sig-
nificant burdens on home building without correspond-
ing berefits tc the public. .

Recommendation: The Department of Housing and Urban
Development should monitor and comment on federal regula-
tion; having potentially significant effects on the cost of hous-
ing.

Such areas of regulation include storm wate: runoff, wet-
land protection, radon, and floodplain de-.7,1opment.

Recommendation: Federally funded new construction and
rehabilitation of residential properties should be exempted
from costly Davis-Bacon requkements.

Since relatively little residential construction labor is
unionized, Davis-Bacon rules essentially require pay-
ment of artificially inflated wages to non-union worker's.
Federal housing assistance dollars would go further if
this unnecessary and wasteful practice were eliminated.

Recommendation: Jurisdictions that receive federal housing

17
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assistance should not be permitted to have rent controls or un-
reasonable growth controls or development fees.

Rent controls and growth controls contribute to an artifi-
cial shortage of housing. It is irresponsible to provide
housing assistance funds to areas that are choosing to un-
dermine their own housing markets.

Rtopmronldation: Additional government action at all levels,
including financing at the federal level, is needed to meet press-
ing infrastructure needs.

Con&ssional and Administration estimates place the
unr. , financial revire-ments for infrastructure (roads,
schools, airports, water and sewer facilities, etc.) through
the 1990's in the billions of dollars. All levels of govern-
meth and the private sector must shoulder their fair ..3:hare
of these costs if America is to maintain its standards of
living. Vigorous cooperation between these groups is
needed to idee:y innovative methodologies and
programs to promote investment in America's in-
frastructure needs into the next century. Consideration
should be given to the establishment of infrastructure
banksP) meet some of these financing needs.

18
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HOUSING ASSISTANCE

The federal government has a responsibility to assist the
households who are unable to find decent and affordable hous-
ing on their own. While state and local governments have a vital
role to play in securing t: zt housing, the federal government
should provide leadership and resources. The federal
government's participation should take several forms, reflecting
tne varieties of housing needs and local market conditions.

HOUSING BLOCKGRANT
A challenge to any comprehensive national housing policy

is to accommodate the tremendous diversity of housing needs
and housing market conditions around the country. State and
local governments are it a better position to assess and respond
effectively to their particular needs. The federal government
should provide funds is order to give leverage to state and local
efforts. However, unless such a block grant program is careful-
ly designed, it may simply supplant state and local efforts or be
used as a general revenue source.

Rerinmmodallan: Consideration should be given to a state
block grant as a conduit for additional federal housing assis-
tance.

Key features of the block grant should include specifica-
tion as to what onstitutes eligible housing assistance, a
requirement for matching state or local funding, and a
review process administered by HUD. The grant could
encompass current funding for categorical grant
programs such as rental rehab grants, UDAG, and
HoDAG.

HOMEOWNER ASSISTANCE
Over the past two decades, homeownership rates of higher

income groups increased relative to homeownership among
lower-income households (especially those in the younget age
groups). Federal housing assistance to low- and moderate-in-
come housenolds has tended to be focused almost exclusively on
rental housing. Many of these households have the stability,
responsibility, and desire to i - ,ome owners, but an affordability
gap stands in their way.

19
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Recommendation: There should be a program of mortgage as-
sistance for first-time homebuyers who cannot afford to buy
homes without help.

Among the features of a Homeownership Assistance
Program could be the adjustment of the assistance to
changes in the household's income, partial recapture of
the assistance upon sale from appreciation, and a coun-
seling program. Such a special program would be a sup-
plement to the MRB financing, downpayment savings
plan, and state block grant programs discussed above.

Recomniendation: Some public housing should be sold to low-
income-tenants.

Limited sales of public housing to residents should be
tried, but such efforts should be closely monitored and
include proper safeguards to ensure that units remain af-
fordable to low-income households, and that the supply
of affordable public housing rental units is not unduly
diminished.

-.
RENTAL HOUSING ASSISTANCE

Todayabout one-fourth of all renters with very low in corn-
es (below 50 percent of median) receive federal assistance to
secure decent housing at an affordable cost. However, the
growth in this share is threatened as a result of cutbacks in new
authorizations for assistance. Furthermore, many previous
federal commitments for housing assistance will begin to lapse
by 1990. At the same time, most rental housing is becoming less
affordable, and changes in tax laws point to further erosion of
rental affordability and availability. Thus, strong policies are
needed concerning both maintenance of the current level of ef-
fort and expansion or assistance to additional needy households.

Recommendation: A flexible set of incentives should be used to
encourage the retention in the low-income stock of privately
owned assisted units.

Such incentives could include increasing permitted rates
of return, an improved low-income housing tax credit,
and other tax incentives. Although e best set of tools
to retain the assisted stock has not yet been established,
it is clear that the incentives must be flexible to deal with

20
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the tremendous variety of circumstances. In all cases, the
contractual rights of owners to withdraw from the
program shuuld not be abrogated.

Recommendation: EApiling project-based assistance con-
tracts should be renewed by the federal government.

Many of the federal commitir -nts for assistance will be
expiring soon. There is much o be gained by renewing
those contracts and continuing to assist current tenants,
thereby ensuring project and neighborhood stability.

Recommendation: 'Additional rental assistance should take
several forms, and -should -ba tailored to the characteristics of
local housing markets and specific needs of lower-income
hor.seholds.

A full array of rental assistance programs, from sup-
plemental rent payments to rehabilitation and new con-
struction, are need d to match the widely varying market
circumstances of different areas..Supplemental rent pay-
ment programs relying on existing units will not be effec-
tive in areas with tight markets for low rent units. A
housing block grant should meet some of the need for
new caatruction and rehabilitation.

Recommendation: Private, profit-oriented entities should be
encouraged to be active it. the provision of housing for low in-
come households.

Experience has shown that the capital and expertise of
private profit-seeking firms have been vital to effective
and efficient housing construction and management.

ELIGIBILITY FOR ASSISTANCE

Recommendation: Income eligibility tests for housing
programs, including tax incentives, should be based on the
higher of loc or state median income.

Many federal housing programs have eligibility criteria .

based on a percentage of local area median income. That
means that in local areas with low median incomes, only
extremely poor households are eligible for assistance,
and income thresholds are below the level necessary for
project feasibility.

21
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)IZURAL HOUSING
Rural areas bontinue to bear,a disproportionate share of

the burden of substandard housing and there is ¶uch less ability
to ensure housing availability through rehabilitation.. In addi-
tion, the housing finance system in many rural areas is substan-
tially less well developed than in other areas.

Recommendation: The Farmers Home Administiation should
continue to provide special access to low-cost mortgage funds
in rural areas for single-family and multifamily housing.

The FmHA is the major source of housing funds in many
rural areas and -has also served well as the vehicle for
reducing the presence of substandard housing.

Recommendation: New initiatives should be developed to
broades. the sources of housing credit in rural areas through
the use of privately-funded, federally-guaranteed mortgages in
addition to direct loans in Farmers Home Administration
programs.

As federal resources for housing finance in rural areas
have shrunk, the need for an adequate supply of
mortgne credit becomes more severe. Positive efforts
to facilitate the development of private lending would
benefit rural areas without major spending increases.

Recommendation: Contractual provisions regarding owners'
participation in rural housing assistance programs should be
honorei

Continuing private sector participation in assisted
programs requires confidence in the integrity of the
federal government's commitments. Failure to honor
the rights of property t. wners in FmHA programs to
withdraw undermines the confidence in the program of
potential participants.
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PUBLIC/PRIVATE PARTNERSHIPS AND STATE
AND LOCAL INITIATIVES

As growth in federal housing assistance programs has been
cut back, state and local governments have increasingly
responded with new initiatives to create public/private partner-
ships to develop housing for low- or moderate-income persons.
The state or local governments have not only served as conduits
for federal assistance, but some states and localities also have
provided regulatory relief, property tax abatement, donations of
land, and assistance from general government funds or desig-
nated revenue sources. Although relatively few units have been
produced, these efforts have foctsed attention on both the
problems and the possibilities. They have also permitted a much
greater degree of innovation and local control of the develop-
ment process. Unfortunately, while some states and localities
have worked to eliminate regulatory barriers to affordability,
many states and localities have raised housing costs through un-
reasonable growth controls and development fees.

Recommendation: State and local gove rnments should be en-
couraged to mobilize all available resources to work toward
provision of housing for low- and moderate-income families.

We have recommended a block grant program to
facilitate local efforts and a demonstration program to
encourage regulatory reform. Joint federal and local ef-
forts to identify idle government-owned land should be
developed. Both profit-oriented and nonprofit private
entities should be included in joint public-private efforts.

23
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SPECIAL HOUSING ISSUES

Recommendation: Equal opportunity in housing should be as-
sured by active enforcement of federal fair housing laws.

Although racial discrimination in housing has probably
declined, studies have found that it is often still a factor
affecting the freedom of choice of many families.

Recommendation: The housing needs of the elderly and of the
handicapped should be given priority in aliocating federal
housing assistance.:

The needs for.elderly and handicapped housing are dis-
tinct and should not be lumped together. In particular,
properties reserved for the elderly should not be re-

- - quired to accept nonelderly handicapped tenants. Both
groups deserve special consideration in the design pf
housing programs.

Recommendation: The needs of the homeless should be ad-
dressed by efforts to increase housingsupply.

Although homelessness is often not simply a symptom of
problems in the housing market, a shortage of affordable_
housing lia,s been a major contributor to the growth in the
number of homeless individuals and families. To address
homelessness, some special types of housEg are re-
quired, including transitional housing and SRO hotels,
with social services provided along withhousing services.

HOUSING DATA

Recommends ion: Housing data collection should be ap-
propriately reauired and supported.

The efficient and equitkie allocation of government
housing assistanue requires accurate measures of hous-
ing needs and costs at the local level,and similar data are
needed by the private sector to efficiently plan for and
produce housing. Data currently used to allocate
government resources and set eligibility standards, in
areas such as Fair Market Rents, FHA loan limits, MRB
purchase price limits, and HoDAG grants, are seriously
defic. nt.... HUD and the Census Bureau should be
diretten and funded to seek more accurate and more

24
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suitable information on house prices, rents, vacancy
rates, homelessness, housing quality, and other key vari-
ables.

25
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CONCLUDING NOTE

As we noted at the outset, the purpose of this document has
been to set forth a variety of ideas and proposals that should be
considered and included as part of housing legislation for the
years to come. However, we also recognize that these sugges-
tions should be part of an ongoing dialogue to develop, review
and refine legislative proposals. At this stage we have not at-
tempted to prioritize all of these ideas, nor have we identified
the specific budget resources that might be necessary to imple-
ment these programs. Obviously as these ideas are refined,
specific fiscal considerations will need to be considered.
Resources are limited, and deficit reduction continues to be a
high priority to NAHB. Therefore the National Association of
Home Builders looks forward to working with the Congress and
the Administration in refining these suggestions, and we are
anxious and willing to provide whatever assistance we can in sup-
port of that process.

Also, we would point out that from our perspective the ob-
jective of this effort should not be to develop a Federal Housing
i'3licy, per se. Rather, it should be to establish Federal leader-
ship and support for a National Housing Policy, based on the
combined efforts of government at all levels, private business,
nonprofit organizations, and the American public. With such a
coordinated effort, the goal of a decent home and a suitable
living environment for every American family will be within our
reach.

t 26
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Notes:
1. For example, a poll conducted in September .1987 by

Information America Corporation showed that 79% of
voters believed that the Federal government has a
responsibility to help assure that the mortgage money is
available at the best possiblerates.

2. Source: 1983 Annual Housing Survey
3. Based on residential rent component of the Consumer Price

Index.
4. Bureau of the Census, Current Population Reports, series

P-60.
5. Stephen D. Kennedy and Meryl Finkel, "Report of First Year

Findings for the Freestanding Housing Voucher
Demthistration" (Abt Associates, Cambridge; MA, 1987),
reports overall success rate of 61% for vouchers and 60% for
Section 8- certificates, but if households that qualify in
preprogram units are excluded, success rates in both
programs are slightly below 50%.

6. 'William C Apgar, Jr., "Recent Trends in Real Rents" (Joint
Center for Housing Studies of MIT and Harvard University,
Cambridge, MA, 1987), p 15.
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Reptaat rigid federal con-
trols with a performance
incentive management
system, Jivetag public
housing authorities Sts
operate mate qffectively
and efficienttjt

Re-evspbasize petforrn-
once in tile Performance
Funding System.

Create a rational system
for rehabilitation
through a contprebensive
modernization grants
Program.

Allow MIAs to adopt local
policies to move toward
economic self-reliance.

THE PUBLIC HOUSING
REVITALIZATION PROGRAM

intensive federal oversight and control threatens to strangle the
public housing program. Local polida and decisionmaidng have

been replaced with national mandates and detailed requirements affect.
log the administration and magas= of public homing =Monad.
Local mango:matt Derability and inithtive have been discouraged.
genaatks inefficiency and stifling aeadvity.

Rigid federal controls mist be discarded aid replaced with a per-
formance Incentives man:moment system. Instead of contending with
detailed spedflaticas and requirements, public homing authorities will
develop their own systems and procedures to meet designated per-
formance goals. They will be free from intrusive federal oversight as
long as adequate perfoemaace is demonstrated. This system will in.
dude Incentives for good martaganent, such as permitting the local
authority to benefit from actions to reduce costs and increase revenues.

e% pasting subsidies will continue to be a fundianental component
V of the public bowing program. The caveat performance funding
system must be revised to encourage and reward sound management,

. not penalize it.

The current system of intermittent, unpredictable, and Made
quate funding for public housing rehabilitation frustrates local

efforts to plan for necessary maintenance and upgrading of public
housing. nit result public housing is faced with a backlog of
modernization needs totalling $20 billion.

This system must be replaced with a canprehensive moderni.
=Ion grants program to upgrade public housing. correct past
design problems, and provide reserves for regularly scheduled
mai/um:ice and rehabilitation. The funding level must be adequate
to fully upgrade public housing by the end of the decade and
remove serious environmental hazards. The funding will also allow
rmlacanau of units demolished or disposed of as pan of an overall
modanizadon plan.

Feclat policy changes have forced public housing to serve only
the poorest of the poor have reduced revenues and increased

costs, and have forced increasing PHA dependency on the federal
treasury. Reasonable danges in federal policy granting more local flex.
ibility will permit PHAs to operate on a sounder financial basis.
strengthen the public housing program and reduce aggregate federal
costs.
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Build sound conennatities
*roues a nese federa4
dm, and local partner-
ship for long tense rein-
vesbnent pre /acts.
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Housing markets are local, not national. The best housing policy
must leave lecific ptomain design to states and localities, who can
tailor programs to accommodate local needs and conditions. NAHRO
therefote calls foe a national homing production block grant program.
to provide noble grams at the state and local level to assist in financ-
ing new constuction and substasdal rehabiUntian.

The national fund ma be &mad through regular appropriations
CC a dedicated revenue source. The type or level of subsidy, and
specific project requirements and design, will be detemdned at the
state and local level. Funds can be used foe both rental and owner-
ocamied housing.

Projects will be developed by eligible sponsors, including public
agenda, nonprofit or ions, and for-profit entities. Recognizing
the pasticubr tole, experience, and expertise of PHAs in housing pro-
duction and management, they will recdve a Scoltd21 SCSOSide of funds.

THE COMMUNITY REINVESTMENT
PARTNERSHIP FUND

.

Amelon COCOMUCiatiell need a federal COMMitMatt tO a decade of
partnership to revitalize put nation's communities, to build strong

dries and neighborhoods that provide better places to live and vork.
This partnership will undertake a comprehensive as cult on the prob.
Inns facing our conmiunkles by addressing both peeple and places, by
addressing economic as well as physical development, and by focusing
national, state, and local attention on a set of common goals. These
goals are to provide ecocansic opportunity, a stable neighborhood, and
a sound community for every American family.

Local goverment will commit to undertake a comprehensive
reinvestment program over a one to ten year period through a local
partnership. The partnership will include the financial sector the
business community, neighborhood groups, and other appropriate
organizations; each would identify the resources they will commit to
the program. State government an participate in 2 local partnership
and, if designated by the community, on assist in managing projects
for smaller local governroznts. The federal government would provide
matching grants on a competitive basis for the duration of the
partnership.

'Through the partnership, local government can undertake the
coordinated longer term, comprehensive effort necessity to attack ma-
jor development problems, with assurance of continuing federal
support.

f ' ; .,
' \
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Restore tax incentives for
private invesbnent in low
and noorterate income
bombe&

.11 .zatsff): qualified nide-
velopment bonds as tax
exempt public purpose
bonds,

Adopt a first time horns-
buyers savings plan to
a-Misdate homeownership
for lower and moderate
income families.

A RATIONAL TAX POLICY TO
SUPPORT HOUSING AND
COMMUNITY DEVELOPMENT POLICY

The Mtx Reform Act of 1986 eliminated. reduced, or restructured
tax incentives that encouraged private Investment to develop low

inceme housing. The incentives which do remain are of limited value
oc will soon expire.

Programs se far more effecdve Sfax policy supports direct sub- 1
sides rather than retakes them more Male* to we. The following
modificadons to the tax code will strengthen tax incentives for housing
and community deydopment.

Improve the effealveness of the low Income housing tax credit
by eliminating the 1989 sunset date, removing the income limits for In.
mums, and eliminating the crp on the amount of credits for individual
Investors;

Restore the ability of Invest:as in low income housing programs
to deduct the protect's losses from other taxable boom::

Eliminate the 1988 sunstet date foe =twig revenue bonds.

Pdot to the Tat Adam Act of 1995 thatpseven SUM were using
tax exempt bond Issues to assist In financing redevelopment of

distressed areas and devastated neighbochoods. RedevePipment bond
activity has practically cemed under the current we law The Max
Reform Act arbitrarily redistilled these tmtlitbnal public purpose
bonds at private activity bonds, and pbced them under stringent sum
volume caps with all other private azUvity bonds.

Acqualdon, knprovemmt, and redevelopmau of land In partner.
ship with the private sector are lateral elements of urban revitaluation.
These essential governmental bonds must be recognized as such under
the tax law and removed from the volume cap.

T.1 ow:ownership rata are declining, and It it not hard to under-
AL stand why. In addition to the high monthly cost of amortization.
the down payment Is another males obsbde. Most low and moderate
income families will never male it over the latter hurdle. Stimulatuag
homeownership requires downpsyment assistance as well as lowering
amortbation costs.

The tax code twat be minded to permit families with incomes
below 1Z0 percent of median to accurnulate ussiree savings for a
downpayment on their first home. Those with tax deferred retirement
3COCKU145 should be permitted to withdraw funds for a downpayment
without malty.

I' $ '
I.,
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Immottiateledvral action
assent/al go prevent Om

loss qfbtattfrotts ofMoo-
sands of Os 1.9
privately mast, intensify
astritnal «ass !acorns bows-
Sag sstdSit.

Make *pat housing
oppornatity a radiiy for
all Americans.

THE LOW INCOME HOUSINk4
STOCK PRESERVATION PROGRAM

_ vet theist: two decades 1.9 million privady owned low IncomeO housing units have been contacted. *listed by several federal
program Over the neat decide dare units are at risk of being lost
from the low income hanky stock be of the expiration of
restrictions requiring that probed serve low and wader* Income per-
sons. Restasions w awoke a owners opt to prepay mortgages or not
to renew contracts for Section a New Corstrucdon and Substantial
Itelsbilindcxt paced. Other units ate endangered because their faun.
dal viability is qwzdonsble without continuing subsidy.

The fob:owing federal acdon is essential to preserve this multi.
bake dam ma:

Continue proiect-bssed subsidies for units that neat at

Provide Mandel askance to renovate finandally vbble unks in
need of physical rehabilitadock

Offer &sandal incentives, through mai:adorn In program re
quirenarna and tax Incaulves, for owners to maintain propertiesas

low incorna

Require aloe notice by owners that do intend to prepay, with
Incentives r sale to public housing auhorides, nonprofit organlaa
dank or others that will maintain properties as low income.

A RENEWED FAIR
HOUSING PROGRAM

Racid discrimirodon in bowing persists and continues to frustrate
AIL the gosis of the P* Housing Act of 1968. For almost two
decades there has been a call to amend the ins to provide for =settee.
tive siministradve enlacement mechaom. Induding provision for
"care and desist" orders and sift dvi penairia foe viabtions of the
law. Vigorous enforcement Is tr ends! to mire fair housing a reality in
the net decade. These provbions most be written Into bw.

Timm* suppxt Is also aidal. Federal funding for community.
basal monitoring and enfomernau 11 key to the development of a
local enforcement aced*

The annum obligation of the Deportment of Housing and Urban
Devdcpment to af6rmatively promote the goal of fair housing should
be incorporated Into the administration of all housing programs. Tliise
steps will !king the mica closer to raining the goal of equal bottling

oppominky for

5R 7
c) :51lr



574

Canvass maw develop
and And Apo/um to
wawa critical
Non awlawl rosoatcfar
bombe; and comatssally
desek*tactst

4

A HOUSING AND COMMUNITY
DEVELOPMENT RESEARCH AGENDA

The nadoent housing and communky devebpment infocnntion
and match provam has been kt dinar, throughout this

decode. Vskable Mom produced by HUD sad the bureau of the Cen-
sus lave been eliminated oc ettroi. Without solid infoaration and
regards. program mirth:mind poky devdopment operate in a
VICLIQL.

Congress must esublisb a oxnpreberulve research agenda for the
flat decade se suide the devekapannt. administration. and evaluation
of housing and community devdopment programs and policy. These
efforts must be Nodal by a dedicated march India. with allocations
to stases and localities to undertake cooperative information obeying
and march eons.

A DECADE OF COMMITMENT

These Repos* owntitute the dements of a domestic policy
that wig stragthen Makin hedges and communldes. They are

emends! invedients of a commitment to a decent Wine In a hveibk
neighborhood for every Amalan dthen. The proposals presented kt
these pots advocate the !Adding of better places to live and work
and when adopc.zd wig kid us into the 2Ix Century as a stronger.
Imre vial country.

This paper is adapted from the report. "Keeping du )conakrieru: An Action Plan for eater
Housing and Communities for AL" The full report willipt Yin the JanuaryfFebruary edition of the lounial
of Housing." For more information on any of the programs described. canna the National Assocution of
Housins and Redevdopment Offiebis.

Z;"' F.
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Submission to Senate Housing Subcommittee

The National Association of Housing Cooperatives (NAHC) applauds
the initiative of the Senate Housing anS Urban Affairs Subcommittee,
"to begin vovi4 housing back up to the place it deserves on the
zationcJ agenda." Clearly, the nation's housing goals, enunciated
clearly in 1968 are fat from being let. The last seven years have
shifted housing policy discussion from the creation of new affordable
housing to the preservation of existing federally subsidized housing.
The need for .affordable housing has increased as the federal commit
sent to its creation has nearly ceased. What is clear is that for
a significant proportion of America affordable housing, housing that
is safe decent and meets minimal torte standards, housing that is not
overcrowded, is unattainable. it the search for a broader consensus
for housing, we must r2late the country's existing housing policy,
the mortgage interest and property tax deduction, to the entire income
spectrum. We can no longer afford to provide a tax deduction for
second homes when many Americans can not afford their first home. We
must establish that all Americans have the right to decent housi-g,
and design federal programs to assure that right. Programs that touch
only a minimum number of those eligible are insufficient.

In seeking to reinvigorate housing programs, we need to recognize
that in the last fifty years, a network of programs has been developed,
which deserves cc.tinued and increased funding. Federal mortgage
insurance, low rent public housing, rural single family and rental
programs, Settion 202 elderly, hosing assistance payments, Section 235,
housing development grants and tax incentives and credits are all
part of a system of housing assistance with a proven track record.
Any housing program must include these elements.

In other words, a housing program requires flexibility.to respotd:to

a variety of local conditions (high vacancies /low vacancies/need to

stimulate certain kinds of new construction/need for rehabilitation).

Such flexibility could be incorporated in a housing block grant '

approach, providing funding to state and local housing agencies based

upon need and population. At the same time, funding for communities
either too small or unwilling to provide such assistance must also be

available, through the federal government directly to those who would

develop such housing.

The structure of such programs could allow for first year capital
cost writedowns sufficient to make housing affordable to low and
moderate persons. An importantcomponent of a housing program should
be its capacity to have housing developed by community based groups
and to have that housing controlled by the group that occludes that
housing. Therefote, an important part of the housing program should
provide for cooperative housing.. Cooperative housing has been
developed using the myriad. of federal housing programs that have
existed, often, however, having to make a round stick fit into a
square hole. Cooperative housing provides for community control
while assuring long term affordabilty. Cooperative housing instills
pride of ownership. It reduces operating costs, by -resting both an
economy of scale and by removing profit from the operation of housing.

Coops add no profit to the cost of operating housing. Cooperative

housing is a demonstrated success.
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The FHA 213 Cooperative Housing Mortgage Issurance.progra: is the onl,
mortgage insurance program which has reCurnelithe mortgage insurance
priming!' to mortgagors. Since default and delinquency in the PRA 213
program is nearly anecdotal, nearly all premiums collected have been
returned.

The costs.of operating cooperative housing are significantly less than
tUose of operating rental housing. -While NABC is not saying that all
housing assisted should be coopertive housing, a such larger percentage
of housing assisted should be cooperative housing. A recent study
by-the University of Minnesota demonstrates that c000erstive housing
is more cost efficient than rental housing.

Any federal housing program that is created should make cooperative
housing an eligible use of funds. Cooperatives could be limited in
their return on equity, could be part of mutual housing associations
or could be leased. The point is the more control people have over
theit lives, the better the result.

Prospective cooperators should be involved in the development process,
particularly in being educated to take on the roles of members and
leaders in their coops. People need training to effectively manage
the fiscal and physical affairs of their communities.

Making cooperative housing a significant part of a federal program
--essures'redifeed Operating colts, improved maintenance and lower
default and delinquency. It allows for community control, security
from. eviction. freedom from major maintenance concerns and helps
create neighborhoods that can join to meet other non-housing needs,
as well.

590
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NATIONAL ASSOCIATION OF REAL ESTATE EROKERS. INC.
ImiEsitv.34 DIVISION

ES Myhre Mines
0.1los IOW

Oeklml CA MOS
Wow (410111.048

October 2, 1987

United States Senate
Subcommittee on Housing ,

and Urban Affairs
Washington, D.C. 20510

Dear. Senator Cranston:

Rey C. Callas
Prowent

Whether it be for principle residence or investment
purposes, a large segment of the Middle-class American Citizenry
do not have the opportunity to purchase real estate. The 1986
Tax Reform Act initially had promise-of lowering taxes for all
which would net more disposable income to tax payers, stimulate
our economy and keep the lid on interest rates and inflation. If
this-scenario actually occurred, we would not be faced with the
dilemma that we now face in home ownership for American citizens.
For the first time in this Nation's history, less that 46% of
Americans own their own homes. And this problem is getting worst
instead of better. More then fifteen million very low income
households pay more than 35t of income for rent. Our changing
work-force from manufacturing to service indust:y is lowering the
average family income. All economic indicators suggest continued
slow growth, continued rising interest rates, and the strong
probability of a rapid rise in the inflation rate. These
indicators along with the 1986 Tax Act has caused a tremendous
loss of disposable income to the moderate and middle income
persons, and a very bleak outlook of the very low income of ever
improving their plight. Furthermore, with the assault on the
public housing sector, federally assisted rental programs are
either being phased out or reduced drastically (as witnessed by
RUDis 70t reduction in direct federal expenditures for housing
programs for low and moderate income persons). We are at an
extreme crisis tine for anyone other than the rich when it comes
to our housing needs. The present tax structure is not in
reality beneficial to anyone other than the rich.

In an effort to stabilize the dwindling percentage of
Americans who can afford to buy and invest in real estate and to
stabilize the decline of our urban areas as it pertains to
affordable, safe and fair housing, and quality of the supporting
commercial areas within these areas, we recommend the changes
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listed below in the 1986 Tax Reform Act. The overall goal
these recommendations is to enhance the ability of small entitie,
as well as moderate income individuals to help their own
communities.

(1) TAXATION OF INCOME ON REAL ESTATE

(a) A reduction in the number of rules to determine
how income is taxed from real estate in designated
areas and for moderate and middle-income persons
families or entities. Persons with $50,000
annual income or less. Families with $75,000
combined income or loss. Entities (partnerships
or syndications of no more than 10 persons or
families that fall within these income limits.

(b) Identify those areas by census tracts for
investment purposes that are low and moderate
income areas designated by the 1980 census which
will be eligible investments for tax incentives.

(c) For those designated groups and areas allow an
accelerated depreciation of the old standard of 19
years at 175%.

(d) Restore the 60% reduction for capital gains, and
also allow the present 10% tax credit for

":'iubstantial rehabilitation in designated areas.

(e) Installment sale for tax reporting purposes -
report the capital gains separately to recapture
the depreciation on sale.

(f) Allow limited partnerships and syndications of the
approved groups for designated areas to include
dealers of real estate who fall within the income
criteria. Allow this qualifying group to not
"materially participate" in syndications or
partnership to allow passive activity loses.

Repeal the ban on reductions for passive
investments.

(g)
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overall, these recommended changes will economically uplift
designated areas. They will enhance the social climate in these
areas which will increase the " pride of place" for present
residence. They will accrue investment benefits to moderate and
uiddle income persons; something which is very difficult for them
to achieve under the present tax system. The changes will
enable moderate and middle.income persons to work closely with
very low and low income persons and help create a better sense of
community. This will drastically increase the quality of the
housing stock for residents and small business upgrading. An
additional effect would be increased employment opportunities,
revenue to the local government through increased real estate and
business taxes. This improved social climate will also have the
effect .of a downturn in criminal activity accompained by an
increase in community pride; .which will enable the existing
community to invest and reinvest in the community.

The mortgage Revenue Bond Program (GUM) has been a valuable
vehicle for providing first time home buyers with affordable
housing opportunities. The new home buyers have had positive
effects on the overall community, The Mortgage Credit
Certificates established by the 1984 Tax Reform Act is also
viable in -allowing tax credits-to-home buyers thereby affording
them more spendable income for the necessities of maintaining
essential-family Planning Objectives such as planning for college
education of their children, maintenance and upkeep of their
property and generally stabilizing an acceptable quality of life
in this time of a changing economic climate.

MARES supports HR 2640 (Donnelly etal) S.1522 (Riegle etal).

Sincerely,

c
Ray Carlisle
President

5 13
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Several years ago the United States Department of

Housing and Urban Development (HUD) targeted certain cities

across the United States that had poor tax basis and hence

had difficulty in raising revenues needed to support

governmental requirements. In an effort to overcome this

difficulty, these targeted cities were eligible for

Community Block Development Grants. As a tandem program to

this-,- the Government National Mortgage Association provided

below market interest rate loans to the development of

multi-family housing if they should elect to develop housing

under any of the pm programs. The most popular program

elected was the 221-(d)4 or the HUD insured programs for

moderate income housing.

Eventually, this program was eliminated and many

of the incentives to do multifamily housing under the

221-(d)4 program were also eliminated. The two programs

when placed together generated considerable leverage for a

developer to invest in these targeted areas because they

could raise the necessary capital. When these factors were

coupled with the ability to write-off depreciation for those

investors, the targeted areas could attract safe, sanitary

and decent housing in blighted neighborhoods. Those,

594
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programs also had a small commercial component attached to

it because HUD was in the business of housing and not

commercial development. The commercial component limited

the development of no more than 10% off the square footage

of the housing component for commercial space. Often,

through the development of Planned Unite Developments, the

economics of the project could utilize additional commercial

development; but the additional ccmmericial was not done.

The theory was that should there be a need for commercial

development, then commercial loans and investments should be

available to carry this mission.

The cities that have the economic problems

yesterday have not yet cleared the requisite capital level

to continue sound fiscal policies. In fact, many of them

are charging infra-structure costs back to the developers

under the gize of user fees, capital impact costs. This

latter practice is of some dubious validity noting the

recent decision of the United States Supreme Court and the

implication of disproportionate taxation. The ocher more

deliterious affects of these requirements is to place a

chilling effect upon the financial capability of a viable

project at cost conception and eventually at the market side

or if completed. With the additional capital requirements,

the projects fail to make economic sense.

-2-
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Many citieu are almost joint venturingwith

developers to get projects done. This is another practice

which when viewed under the magnifying glass causes great

slight of hand when it comes to legal review. How can a

successful project be "negotiated" in an open free for all

bidding process without creating some legal fiats in order

to get a certain project completed. Thus, this could

jeopardize-the entire intent of the program which the city

is about. The state of North Carolina's motto is "esse quam

vederi" which:is translated to mean "to be rather than to

seem." It would thus appear that we certainly can create

legislatimand programs that would have the effect of

being, rather than seeming to comport with legal standards.

Because if every detail of the complexities are dealt with

in terms of.the letter of the law (meeting open bid require-

ments as required for certain dollar amounts) every project

would be in jeopardy. Further concessions granted to

developers, such as the development of parking garages in

conjunction with hotels or tax relief incentives are created

and not to be chidded but when it comes to these projects

and equal opporttnity and equal taxation, the lines of

govrtnmental need (the justification) to do the unprecedent

and the lines of the written law come closely at odds, one

with the other. Suppose for example, that city A has a

parcel of urban renewal land that it desires to develop for

-3-
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a convention center. In order to support that convention

center, it decides that it needs a hotel nearby. Assume

that city A puts a request for proposal out as an offer bid

situation and then among five developers (and that's

generous), developer M responds with the best bid.

Developer M then begins to negotiate with the city and

states that his plan does not call for any parking which is

necessary and that the city must furnish the required

parking. A change in the bid? Obviously, yes, but many

cities have gotten around this by fiat. Let's assume

further that the hotel project because of demographics in

other similar deficiencies will not support a hotel of 500

rooms as requested, but 250. Upon futher consideration,

after bid is given by Developer M, is that, should he be

able to incorporate a commercial component to the program

tha. he could make economic sense from the demographics and

the economic need. The latter of which cities are often

without the real ability to evaluate when placed with the

litmus test of desire versus economic reality.

The real problem comes about when alternatives

after a lengthy bid process has been completed of how to go

about and re-advertise the bid or a new request for

proposals so as to offer the other four developers another

opportunity to re-bid in an effort to be fair. However,

-4-
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Developer M now is either at a disadvantage or at an

advantage either because after he has invested time and

capital into studies and negotiation, he is apt to lose his

bid should he have to re-enter the bidding war, or if t

should fail to disclpm all during the re-bid, he is at an

unfair advantage to the other bidders. Wther way it

becomes a legal nightmare to get the ideals of the city

matched with those of the developer and have it all make

economic sense and a successful project, the bottolu line aim

of the whole process.

It would appear that either by expanding the

jurisdicticn of HUD or the United States Department of

Commerce, that programs can be placed together and proposals

made to develop both housing and commerce. For example,

large tracts of land that are disadvantaged by chemical

spoilage that can be rehabilitated and divided into housing

recreational, industrial, and commercial usages could be of

tremendous tax boost to a government. When the land,

obviously an economic drain on the current owner,

non-productive when reviewed by local government and

certainly a tract that could not in reality produce taxes

and is similar to the fly paper - unable to unload, unwanted

and nonproductive. If certain programs could be brought

together as below market interest rate loans, insured...

-5-
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mortgages, either insuing bonds or commercial mortgages to

the point where all of these make economic sense then the

private sector has the requisite incentive to proceed to

curing the problem and accomplishing the needs of both the

County, State and Federal governments.

Y.

The American Tobacco Company ceased the operation

of its factory in downtown Durham, North Carolina in or

about the month of May, 1987. The property and improvements

that are apart of this complex are located within two (2)

blocks of the Central Business District. Obviously, not

only was there a tremendous loss of jobs, but because the

buildings and property were unique to the manufacturing of

cigarettes, there must and will be an eventual unevitable

loss of tax revenue generated from this tax base. The cost

of tear-down, restoration and conversion to new and

productive usuages makes the project normally cost

prohibitive on a conventional basis.

Another interesting aspect of this project is that

some of the structures have some historical value from the

aspect that Durham, North Carolina was built upon the

successes of the tobacco barons and thus site was one of the

-6-
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first major tobacco factories built to boost the.economy of

this city. The brick used to build the warehouse and

factory facilities was manufactured at a brickyard owned by

a minority. Of course all of the brick and mortar craftsmen

were minority as well.

As further testimony to the historical aspect of

this particular site is that it was this factory that once

had two unions; one white and.one black. Because of court

decisions and National Labor Relation Board rulings, the

black union was ordered to merge with the white union. The

problems with that were: 1) that the black workers lost

their seniority status and 2) economically, the black union

was. better off,in that they had their own assets and bank

accounts. These factors produced significant problems that

were later resolved but obviously the structure that can be

saved could be a monument to historical times that changed

the face of this community and the nation.

The particular usages that this land and attendant

edifaces could be put to, would include hospitality,

entertainment, shopping, office and housing if an economical

basis could be established. The utilization of minorities

who played a significant role in the building, development

and operations of this factory certainly should be included
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in the development scheme of a project of this nature

including but not limited to the development, equity

participation, tenants, construction, insuance, law and any

other necessary aspects to the completion of the re-

establishment of this facility to a tax and economic basis

for this community. The utilira\ion of the Labor

Department, HUD, U.S. Department of Commerce and the

Evironmental Protection Agency funds, along with private and

local government parties portion would obviously produce a

sound economic program to sustain repayment of below market

rate loans financed through the issuance of tax exempt

bonds.

III

The City of Charlotte, North Carolina, the largest

metropolitan area in North Carolina and headed by a

progressive black mayor is an ideal site for the development

of a multi-use ediface similar to Trump Towers in New York

City. The upward mobility of the people of Charlotte

coupled with tremendous growth of downtown business lands a

factor to favorable development.

Minorities have often had to take minor roles or

political roles in the development and growth of cities.

-8-
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This opportunity affords a chance for a minority, to enter

the mainstream of economic development if that minority

could economically put together a favorable financing

package to attract the tenants to utilize the structures and

location of this project. It must bo remembered that blacks

have not had the longevity of wealth creation whichis the

nucleus of economic development. However, with assistance

from government via below market interest rate loam: and

grants, to the extent that required municiple and

infra-structure costs are eliminated, opportunities for

economic parity of minorities can then become a reality.

This is not to say that just because its a

minority that monies be doled out for projects that don't

make sense, but that a project of this nature can be shown

to do several things including but not limited to: /

parity, futhering the tax resource base of a municipt- _, in

need of funds, economic growth and employment of

tradespeople, merchants from which additional tax revenue

are generated and the preservation of downtown areas. There

is a thought that businesses that close -up during the

evening hours and leave cities vacant a% night do not have

as great appeal as those cities that have continued night

appeal through hospitality and entertainment. This is

accomplished by having people living downtown close to the
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Central Business District and hence, creating a need for a

24 hour city as opposed to an 8 hour city.

All of the projects can be accomplished through

the judicious use of grant funds, Central Business District

funds, and tax free bonds to proiuce the appropriate mix of

numbers to makt. these projects successful, reduce the

unemployment rates, create tax basis, in bringing minorities

into economic parity, and make this nation stronger and more

proddctive.

Cities are also conditioning approval of

development plans, at costs to be borne by the developer.

The widening of roads and in some cases major road building

and then dedicating these facilities to public use is

becoming more and more fashionable for cities to do.

HUD.TXT\ecm
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NATIONAL COMMUNITY DEVELOPMENT ASSOCIATION
LEGISLATIVE PROPOSAL

'HOUSING UTILITY GRANT'

SUBMITTED TO
THE SENATE BANKING, HOUSING & URBAN AFFAIRS SUBCOMMITTEE

OCTOBER 5, 1987

Introdcation

The Ne_ional Community Development A's'sociation (NCDA) is a public
interest group with 440 members representing entitlement cities
and counties and small communities. In preparation of our
houbing legiblative proposal, NCDA requested its key member
cities to submit specific-comments on the existing housing
programs and recommendations for both legislative and
administrative changes. During the months of July and August of
this year, we gathered surveys from over twenty cities across the
country. Community development and housing officials from these
cities met at an executive symposium in late August to review all
of the recommendations and put forth a specific propobal. This
proposal is entitled "Housing Utility Grant" ,(HUG). It reflects
a process under which each of t e existing housing program's was
evaluated for its positive and negative feature's.

The HUG proposal, compiled by the Legislative Committee of NCDA,
is a compobite of NCDA member's' thoughts on what would be the
most effective and responsive national housing program that could
be distinctively established under the new housing legislation.
This paper will first present the Housing Utility Grant proposal,
the overall profile, guiding principles, program features and
pobbible funding Sources. Secondly, it will highlight Specific
problematic features of existing housing programs, and possible
legislative and administrative solution's.

We believe the HUG proposal is realistic and-practical. It
provides long-term affordable housing for low and moderate
income families and individuals. It allows local flexibility
within national legislative parameter's to addresh varied housing
markets and houbing needs across the country. The proposal
captures the best features of the existing programs, henceforth,
it will allow a workable and smooth transition of programs when
the new hcuSing legislation is promulgated.

NCDA strongly believes that the success of any new houSinc
legislation is contingent on adequate funding. Congre's's must
recognize that the country is facing a major housing crisis. The
existing level of appropriations to housing programs are simply
insufficient to address the current housing needO. A new national

kft
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housing legislation must be accompanied by new funding
appropriations. Already stretched Community Development Block
Grant (CDBG) program funding must not be used in any part as a
resource to implement programs under the new housing legislation.

We believe that the housing legislation should be crafted to
solicit broad based support. We, therefore, believe that housing
legislation built upon the bekt and most workable features of
existing programs and providing local flexibility would be the
most responbive and well supported approach.

We applaud Senator Alan Cranston for his leadership in making
houSing a national priority. We appreciate the opportunity to
provide our views in this major undertaking.

6`(j
%) u
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I. "HOUSING UTILITY GRANT"

A. PROGRAM PROFILE

The Housing Utility Grant should be a formula entitlement
grant that is targetted for low and moderate income family
houbing. The "HUG" proposal advocates some very basic
distinctive feature's: preservation of existing low income
housing stock, new production with long-term affordability,
legislative and tax incentives to allow maximum public
private collaboration, local flexibility to design the best
combination of housing program's responsive to the particular
housing market. It allows local governments to determine
program priorities (e.g. ownership vs rental housing, nature
of subsidy mix) and specific household eligibility within
basic income guidelines. Funding should be provided on a
long-term and adequate basis. As exemplified in the Stewart
B. McKinney Homeless Assistance Act, housing production
programs 'should be accompanied by supportive services
program's. In view of our increasing 'social problems of
substance abute, mental health, homelessness, it is
essential that a new housing bill should contain provisions
and fundings for supportive services so as to assure not
only adequate shelters but long-term self-sufficiency of the
low income families and their member's.

B. GUIDING PRINCIPLES

In order to be fully effective in meeting local housing
needs, new federal housing legislation should be guided by
the following principles:

t. Provide predictable, adequate and available
funding. Any effective housing program must have
adequate funding available, and funding must be on
a predictable basis so that effective long-term
housing strategies can be developed and
implemented. It should be an Entitlement Program.

2. Provide long-term affordability primarily through
long-term rent subsidy commitments allocated to
houbing units targetted to low-moderate income
families. The split between funds used for
production/development purpose's and long-term rent
'subsidy commitments should be determined.

3. Emphasize production so that new and rehabilitated
housing units are continuously added on the supply
side to meet the growing demand and replace fir'
units that are lost due to other factors.
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(NOTE: These first three principles are paramount
and must be mandatorily linked together in the
federal housing legislation so that not only are
adequate housing units produced on a regular
basis, but they are maintained as affordable units
on a longterm basis.)

4. While flexibility should be provided to allow for
new construction and home ownership opportunities,
the major thrust of the program should be
retaining and rehabilitating existing units for
rental purpose's. Programs promoting home
ownership do not necessarily respond to the needs
of most low income houbeholds.

5. Provide program flexibility so as to respond to
local needs and allow local communities to capture
their unique housing arket forceh. Locally
designed programs often are more effective and
efficient since those responhible for program
implementation have a greater sense of
"ownership." Formalize and acknowledge the
important role of local governments in designing
and producing affordable housing for low and
moderaate families. This new program initiative
draws on the significant capacity developed over
the paht ten to fifteen years by local
governments, which have by necessity become major
players in producing and providing affordable
housing.

6. Public/Private Relationships are mandatory to
ensure that local lenders, realtors, developers
are included in the program implementation. No
housing program can be successful without
including the primary private sector actors in the
housing industry. Appropriate tax and financial
incentives should be provided to sustain active
participation of the private sector players.

7. The Housing Utility Grant program should be linked
to and assist "distressed" propertieb. Local
housing 'strategies must take these properties into
account and be able to lend assistance where
appropriate. Federal funding must be provided to
local governments to prevent the dumping of these
units and any further loss of affordable housing.

8. A strong planning process is required at the local
level in order to ensure that all the necessary
factors are included in the development of the new
housing initiative. While planning is an

6-17
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important requirement, local community development
agencies should take a strong lead position to
ensure that the overall purposes and objectives of
the program are implemented.

9. Social service support programming should be
available on a project-by-project bahis with some
sort of funding cap or ceiling established on a
percentage basis per project.

10. Funding for the Community Development Block Grant
Program should remain separate and apart from the
Housing Utility Grant. The CDBG is not "up for
grab's."

C. PROGRAM FEATURES

1. The Housing Utility Grant Program would be put
together at the local level with the community
development agency taking the lead. The
requirements would include a strong planning
emphasis and requirements for developing a strong
local consensus on how to allocate the funding.

2. Flexibility must be provided to local communities so
that programs can be tailored to the local needs
taking into account such factors as vacancy rates,
family income profiles, production costs and the
like. Local communities and governments must be
able to capture their local market forces to
maximize the public benefit of any housing
program.

3. The funding should flow through cities and
counties who are in the bebt positions to
determine the full spectrum of local needs and
develop allocations to respond accordingly. It is
important to note that during the past ten years
local governments (primarily through the Community
Development Block Grant Program) have become fully
involved in various housing production programs
and have demonhtrated the capacity to be
effective.

4. Through either legislative or administrative
guidelines the split between low and moderate
income families would be defined. There is a
consensus that at a minimum 508 of the funds
should be targetted to families whose incomes are
at or below 50% of the metropolitan median
income. Targetting can also be done based on area
neighborhood conditions and family size.
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5. A primary method for implementation can be the use
of requests for proposals (RFP's) for the
development production program. A well structured
RFP procesb is generally more desirable than
exclusive negotiations. The RFP approach provides
a higher probability that the program's primary
objectives will be implemented.

6. There is an explicit acknowledgement .hat public
houhing agencies (PHA's) must be involved with
local governments and the private sector in making
the 'program work. This is a significant Statement
since in the pabt local governments and their
respective public housing agencies have often not
worked toward common objectives.

The local public housing agencies (PHA'h) will play
an:important role.' Their role should be clearly
identified in the local program description.
PHA's will primarily be responsible for
administering and managing tenant eligibility and
screening which they now do for existing programs.
Other roles for PHA's can include developer,
property manager, and identification of properties
in need of rehab.

7.. A significant role is possible for local
community-based non-profit corporations. These
non-profit corporations tend to have a 'significant
commitment to the local community and service to
low and moderate income families. They are closer
to the problem than other corporations and they
are community-based and non-profit. Non-profits
can be involved in three ways, as: (a) provider
of social service* support program's; (b) developer
of housing units; and (c) manager of husing units.
In order to qualify as either a developer or
manager, a non-profit should have to qualify under
some kind of "capacity threshold" review. This is
important to ensure that the non-profit has the
capacity to provide the necessary services and
carry out its role properly. Once the capacity
threshold is met, non-profits could be given
certain preference in the developer and management
selection process.

8. Administrative cost reimbursement for both local
governments and developers/managers of housing
projects is imperative. The necessary cost of
"doing bubinebs" must be recognized.
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9. Bonus or incentive funding should be established

as a reward for communities responding to
particularly distresbed neighborhoods within their
jurisdictions.

10. Financial paybacks accruing from the houhing
development/production funding package should
return to municipalities for future recycling for
housing programs. This will create an added
incentive for local communities.

D. FUNDING SOURCES

As noted before, the new housing legitlaion must be
adequately funded to create and sustain longterm impact.
An annual appropriation of $30 billion or more is mandatory.
It is envisioned that several existing houting programs
would be "folded in" to provide the core funding support for
the new initiative. Such programs would include rental
rehab, mod rehab, and 312. Programs specifically not folded
in would include the HODAG and Public Housing Funding.
While HODAG would remain Separate, it could be restructured
to provide linkages to the new program but continuing on a
nationally competitive basis. Also, "distressed" properties
will require a new and separate funding source in order to
be maintained in the low and moderate inc me housing
inventory.

III. OTHER PROGRAMS

1. Rental Rehab program requirements encourage
development of large family units, yet, funding
limits offer no recognition that large family
units coat more.

2. 312 funding cycle unpredictable planning
difficult. Interest rateof prime plus 1 (not
attractive to investors, too close to market and a
headache. 1% risk fee onerous.

3. Expiration of mortgae and 'subsidy agreements.

4. CDBG responsive to local needs (Retain).

5. Loss of low/moderate units due to prepayment
(increase homelehsness, overcrowding) 221(d) 3,
236s and Section 8 Contracts.

0
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II. PROGRAM PROBLEMS AND LEGISLATIVE SOLUTIONS

I. HoDAG/UDAG

A. Program Problems

HoDAG/UDAG

1. Uncertainty of funds an
it difficult to plan and

2. When funding rounds are a
to submit proposals (usua
short to get quality propo

funding rounds makes
apply.

nnounced, lead time
ly 45 day's) is too
sals.

3. Inexperienced, overly cauti
delays, extra expenses, etc.
administration of programs.

HoDAG

"s HUD staff cause
, !1i their

1. After three years, there is st
implementing regulation or guid
executed grant agreements, resu
conflicting decisions from HUD s
excessive legal expenses.

2. Relocation requirement's are unrea
costly. Makes infeasible many pot
good projects.

11 no
eline's and no
lting in
taff causing

UDAG

listic and
entially

1. It is biased to jobcreating project
therefore, commercial or industrial p
do well and housing does poorly by
comparison. Because of $15,00E maximu
unit, housing projects tend to be marke
rather than 'subsidized.

rojets

m per
t

2. Catch 22 HUD requires developer to get
firm financial commitment, but also to
provide that UDAG funds aren't likely to
substitute for private or local funds. It
difficult to do both.

a

B. Legislative or Programmatic Solutions

HoDAG/UDAG

1. Reform application procedures 'so it is easier
for developers to apply.

is

f.c
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2. Stabilize funding and funding rounds so that
communities and developers are ensured of
program continuation.

3. Minimize rejection of applications because of
technicalities.

4. Increase HUD staff and provide training to
reduce response time, bureaucratic hasseling
and "nit-picking" that often results in
increased project costs (legal, construction
etc.).

HoDAG

1. Eliminate the "temporary" enhancement
requirement in HoDAG for every proposal
indicating an application will be filed for
FHA.

2. Develop realistic relocation requirements for
HoDAG.

UDAG

1. Return to the 1/3 set-aside for Housing UDAGS
or exempt them from the jobs-creation
requirements.

2. Establish higher maximum's per unit cost for
Housing UDAGs to provide greater low/moderate
benefit.

3. Eliminate the Catch 22 for the developer in
UDAG program.

II. TAX LEGISLATION

A. Program Problems

1. Tax Reform Act of 1986 eliminated or greatly
curtailed most federal tax incentives for
private investment in low-income housing
development.

2. Inclusion of tax-exempt housing bonds in the
volume cap virtually imposed an 80% reduction
on the volume of such bonds that States and
localities can issue to finance low- and
moderate-income housing.
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B. Legislative or Programmatic Solutions

1. Reinhtate deductions and depreciation
allowances which serve as basis for limited
partnership); and hyndicationh.

2. Increase the pashive losh exemption for those
investing in low-income houhing developments
and utilizing the tax credit.

I3
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On behalf of the National Conference of State Legislatures (NCSL), thank
you for this opportunity to submit a statement in support of a renewed and
vigoross federal housing program.

The NCSL recommends a coordinated effort by federal, state, and local
governments and by community and nonprofit groups to achieve the goal of
decent housing for all Americans. These efforts should concentrate on
rehabilitation and construction of low-income housing and subsidies to make
existing housing affordable for low income families.

NCSL specifically recommends:

(1) a guarantee that existing contracts for "section 8 existing
housing certificates' will be renewed;

(2) the establishment of a federal housing trust fund, dedicated to
the production of affordable housing for low and moderate
income families;

(3) the extension of the low income housing tax credit beyond
fiscal year 1989 and the exemption of bonds financing low and
moderate income housing from overall bond cap set in the Tax
Reform Act ;

(4) passage of new measures to assist the homeless;

(5) encouragement of tenant management of public housing;

(6) the establishment of a new community based housing supply
program; and

(7) the passage of tough fair housing r gulations.

Renew Section 8 Contracts

Approximately 800,000 low income households throughout the United States
are receiving housing assistance through 'section 8 existing housing
certificates,' which carry a contract term of 15 years. These contracts with
public housing agencies to provide funding for section 8 existing housing
certificates begin expiring in 1989.Tht failura to renew these contracts
and make available sufficient funds to insure the continued availability of
these housing subsidies for low income families could lead to sudden and
catastrophic rent increases, displacement and even homelessness for low income
households. Hundreds of thousands of privately-owned, federally subsidized
housing units are in danger of being lost because of the termination of
assistance contracts.

NCSL therefore favors 'mediate congressional action to guarantee that
existing contracts for section 8 existing housing certificates will be renewed
and extended when they expire.

Establish a Federal Housing Trust Fund

At least fifteen states, including California, Florida, and New Jersey,
have established housing trust fund mechanisms. These housing trust funds are

- 1 -
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permanent sources of revenue, which are dedicated to the production of
affordable housing for low to moderate income people. The capital for state
trust funds comes from general appropriations, transfer fees, or a variety of
traditionally untapped revenue sources. The funds are used to expand
homeownership opportunities for ',ow and moderate income families and encourage
the building or rehabilitation of rental units. Trust funds can also leverage
substantial private sector investment in affordable housing.

Although state initiatives provide important housing opportunities, the
size of current housing trust funds ($10 million to $25 million per state) and
the small number of states which have established these trust funds
demonstrate the limited ability of the states to raise the revenue needed to
adequately meet their housing needs. The experience of the past six years
indicates that the states are incapable of being the sole source of financing
for a national commitment to affordable housing. States, however, are capable
of being partners with the federal government in the creation and financing of
affordable housing.

The National Conference of State Legislatures therefore urges the
Congress to establish a national housing trust fund. Such a trust fund could
provide over the long term a predictable level of support for the states to
finance a variety of affordable housing programs that have proven records of
success. NCSL urges that such a trust fund match dollar for dollar the outlay
of state trust funds, thereby encouraging the establishment of new state funds
and making optimum use of already existing programs. NCSL also urges Congress
to consider a trust fund financing mechanism that seeks a new source of
revenue to keep with the spay as you go" principle of program financing.

Extend the Low Income Housing Tax Credit and Eliminate the Cap on Low-Income
ktsirdsi

The Tax Reform Act of 1986 (IRA) eliminated many favorable tax advantages
for investing in real estate. The effect of these 1986 tax code changes will
likely be to accelerate and worsen the housing crisis by discouraging

investment in affordable rental housing for low and moderate income
households. TRA severely limited the use of tax exempt bonding to subsidize
mortgages, the basic affordable housing effort of many states, by
establishing state-by-state total bond volume caps which include all bonds
issued for housing. TRA replaced these incentives with a new low income
housing tax credit for private investors in affordable rental housing for low
income families.

NCSL therefore urges Congress to extend the low income housing tax
credit beyond Fiscal Year 1989 in order to provide continuing incentives for
this private sector investment. NCSL also urges Congress to adopt changes to
the tax code that would eliminate the so-called 'sunsets provisions applying
to mortgage revenue bonds, and that would exempt tax-exempt bonds used to
finance the development of affordable low and moderate income housing from the
overall bond caps established in 1986.

Enact New Leasures to Assist the Homeless

The past decade has witnessed an explosion in the size and diversity of
our homeless population. Estimates of the number of homeless vary from
330,000 to 3,000,000 Americans, while the estimates of the annual growth of
the homeless population vary from 10 percent to nearly 40 percent.

-2-
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It is not acceptable in financial or human terms to continue housing
large numbers of people in hotel rooms or other emergency facilities. The best
method'for reducing the number of people assigned to welfare hotels and
emergency sielters is to prevent homelessness in the first place, by finding
innovative ways to enable people to retain possession of their houses and
apartments. A homelessness prevention program would be a cost effective
response to the growing crisis of homelessness.

NCSL therefore calls on Congress to pass a National Prevention of
Homelessness Act. This Act should grant to states and local governments on a
matching basis the financial resources to provide loans and grants for
temporary housing assistance not onl to persons without housing, but also to
persons in imminent danger of losing a house or apartment as a result of
layoff, sickness, or other financial problems.

Encourage Tenant Management of Public Housing

The federal government provides assistance through public housing
programs to about 1.3 million households, serving families and individuals
with extremely low incomes, averaging less than one-third of the national
median for all households. This is the only supply of publicly-owned housing
which is permanently availabl at affordable rents to such very low income
persons.

NCSL is committed to the preservation and maintenance of public housing
as a valuable resource for low income tenants. We support full and adequate
funding of the public housing operating assistance program to insure tiat all
public housing, regardless of the management structure, receives sufficient
public support to guarantee its continued and permanent availability to low
income persons as affordable rental housing.

But, adequate funding is only a precondition of an effective program.
Efficient management of this housing should also be one of the highest
priorities of national housing policy. Experience has shown that tenant
management of public housing can be one method to achieve significant
improvements in management, to substantially reduce management and maintenance
.costs, and to increase tenant pride and participation in the operation and
preservation of their housing.

NCSL therefore endorses legislation which would encourage the formation
of resident management corporations to facilitate tenant management of public
housing.

Establish a Community-Based Housing Supply Program

In many jurisdictions, residents who are fortunate enough to receive
federal housing assistance through such programs as the "section 8 existing
housing certificate" program cannot find housing units in which to use the
certificates because of the acute shortage of housing. Private sector
development of low-cost rental housing has been inadequate. Moreover,
long-time owners of federally subsidized housing may drop out of these subsidy
programs. Thousands of families are threatened with displacement and
homelessness as a consequence.

- 3 -
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At the same time, the nonprofit housing sector has grown steadily in
sophistication and capacity as a potential provider of high-quality,
affordable housing for low and moderate income persons. The nonprofit housing
sector's work, however, is greatly handicapped by the lack of assistance from
the federal government. Nonprofit housing groups have an immediate need for
development grants and loans and for long-term, low-cost capital to facilitate
the development of low and moderate income housing.

NCSL recognizes that nonprofit participation is necessary in order to
increase community involvement and.accountability in the design and management
of low-incoie housing. Nonprofit projects will also tend to shield this
housing from the cost escalating pressures that confront and tempt the
private, profit-motivated housing sector. Nonprofit programs insure the
permanent use of housing by low income persons. And, they reassure the public
that housing subsidy programs primarily benefit poor people rather than
developers and private landlords.

NCSL therefore urges the adoption at the federal level of legislation to
create a community based housing supply program, using direct grants to states
and local governments. Federal funds would be employed by states and
localities to make capital grants and interest free loans for the development
of affordable rental housing resources by nonprofit, community -based
organizations.

Fair HOusing

NCSL also believes it is essential to advance the nation's goal of
providing greater access to affordable housing by strengthening federal fair
housing laws. Effective civil rights enforcement would complement a renewed
low-income housing program.

In Conclusion

We urge you to hold further hearings and explore new ideas for addressing
our housing problem. The high cost of housing, especially for low-income
families, is a crisis. We are witnessing a decline in home ownership. Low
and moderate income Americans must allocate an alarmingly high percentate of
their income to purchase or rent minimally adequate housing. In some
jurisdictions. it approximates 50 percent of annual income for many families.
Homelessness is a natioal shame. Housing discrimination remains a persistent
problem.

NCSL has established a Housing Task Force to study this issue, to hold
hearings across the country, and to develop new ideas for state and federal
housing legislation. We look forward to sharing the results of our Housing
Task force study when it is complete, and we would urge you to give the
housing crisis the same sustained attention and high priority.

State legislatures, governors, mayors, and county executives have
responded to this crisis with new ideas. Over 119 new state housing programs
have been adopted since 1980. But, there are limits to the fiscal capacity of
states, cities, and counties to address this problem. A new federal housing
policy is needed to encourage and finance state, local, and nonprofit housing
initiatives. NCSL looks forward to working with Congress and this committee
to develop such a new federal housing policy.

- 4 -
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National Conference of States on Building Codes and Standards, Inc.
481 Carlisle Drive, Herndon, Virginia 22070 (703) 437-0100

October 5, 1987

The Honorable Alan Cranston
United States Senate
Chairman. Subcommittee on Housing

and Urban Affairs
SD-535 Dirksen Senate Office Building
Washington. D.C. 20510

Dear Senator Cranston:

On behalf of the governor-appointed state delegate
members of the National Conference of States on Building
Codes and Standards. Inc.. I an pleased to provide the
following recommendations to you and the members of the
Subcommittee on Housing and Urban Affairs concerning the
development of a new framework for a national housing
policy.

As you are aware through the meetings which I and
members of HCSBCS staff have recently held with your
staff. hCSBCS has been charged by the nation's governors
to help the states better coordinate their building code
and public safety regulatory programs and to servc as the
states' national representative in this important area of
public safety.

On a day-to-day basis, the American public takes for
granted the important role played by building codes and
their effective administration and enforcement. The
recent severe earthquakes in southern California. however.
have brought to the public's attention the vital ioportance
of such safety standards. In a similar fashion, many
people routinely fail to recognize the significant impact
which building codes have on the housing needs of our
nation. While building codes may account for less than
ten percent of the cost of a new home, the ability of
state and local governments to adopt and uniformly
administer model building codes has had a major impact on
housing affordability and on the acceptance of new and
innovative building products and design systems.

61,9
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Recognizing the growing importance of building codes and housing. NCSBCS
provided information to the President's Commission on Housing (especially in
chapters 15 and 16). which released its final report in April 1982. To
implement the Commission's recommendations. NCSBCS subsequently took the
following actions:

Published in September 1983, "Reducing the Regulatory Portion of
Housing Costs: Models of Effective and Efficient State Building
Code Administration for Residential Structures."

Hith assistance from NCSBCS, in February 1985. the National
Governors' Association (PGA) adopted a housing policy calling upon
state and local governments to "reduce the building regulatory
portion of the cost of new housing by adopting and maintaining
uniform, modern, model building codes and support in the
introduction and use of new building technologies."

In September 1985. NCSBCS. the National Association of Home
Builders, the Building Officials and Cod! Administrators
International. the International Conference of Building Officials.
the Southern Building Code Congress International, Inc.. and the
National Fire Protection Assoefstion formed a Joint Task Force on
Housing. The task force ha; just released "A Position Paper on a
Recommended Building Code System for Residential Construction"
(Enclosure A), from which NCSBCS and NAH8 will develop model state
legislation for the regulation of hodsing construction.

In September 1995, NCSBCS established a State Task Force on the
Federal Manufactured Housing Program to review the strengths and
weaknesses of the current Federal Manufactured Housing Construction
and Safety Standards Program administered by the U.S. Department
of Housing and Urban Development. After 18 months of meeting with
the states, HUD, and industry officials, on March 12, 1987. the
task force released its' Final Report, "Fulfilling the Public's
Trust" (Enclosure 8), which contains 12 major recommendations
which are designed to overcome existing shortcomings in the
current federal program.

In December 1986, NCSBCS and the nation's industrialized/modular
buildings industry formed a Joint Council on Industrialized/
Modular Buildings, which this past September released its "Model
Rules and RegulattAs for Industrialized/Modular Buildings"
(Enclosure C) for the states' adoption and implementation.

n re 20`7,
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In July 1987, the nation's governors unanimously adopted two new
NGA housing policies (Enclosure D) which endorsed and encouraged
state support for and implementation of needed improvements in the
Federal Manufactured Housing Construction and Safety Standards
Program (as described by the NCSBCS State Task Force on the Federal
Manufactured Housing Program), and the adoption and implementation
by the states of uniform rules and administrative procedures and
interstate reciprocity agreements for industrialized and modular
builds gs.

Following up on tne two new NGA housing policies and the work
completed by the State Task Force on the Federal Manufactured
Housing Program and the Joint Council on Industrialized/Modular
Buildings, the NCSBCS state delegate members in September 1987
unanimously adopted three resolutions (Enclosure E) pledging their
continued support for implementing within their respective states
the relevant recommendations on manufactured housing and the
"Model Rules and Regulations for Industrialized/Modular Buildings."

These cooperative state government and housing industry actions demonstrate
considerable activity by the states to deal with a wide range of problems
which have been associated with building codes, public safety, and housing in
this country. As an active participant in the work of NGA, the Council of
State Community Affairs Agencies, and the National Conference of State Legis-
latures, NCSBCS applauds your efforts and the efforts of your colleagues in
the U.S. Senate to develop and introduce legislation in January to "develop an
effective, new framework for a national housing policy." Such a policy has
been long needed. Through their work on and release in August 1986 of a report
on "Decent and Affordable Housing for All: A Challenge to the States," and
their cosponsorship of COSCAA's May 1987 symposium in Boston on "The States
and Housing: Responding to the Challenge," the states have identified a
number of areas in which the U.S. Congress and the federal government can
cooperate with state and local governments to resolve many of the critical
housing issues facing this nation. As President of NCSBCS. I urge you and
your colleagues on the subcommittee to study the recommendations contained in
these final'reports issued by NGA and COSCAA as a major source of provisions
for your housing bill.

As regards the nation's building codes and standards system, the previous
summary of NCSBCS housing activities an the additional support documentation
included herein of that work warrants your subcommittee's attention. While
the states' regulatory authority over manufactured (mobile) housing was
preempted in 1974 when the U.S. Congress exercised the Interstate Commerce
Clause of the U.S. Constitution, all other factory and site-built housing has
remained under the constitutional authority of the states and/or local units
of government.
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The NCSBCS state delegate members are unanimously committed that such
regulatory authority must remain in the hands of the states and that our
nation's pressing housing needs would not be well served by efforts to expand
federal preemption from manufactured (mobile) housing to cover other types of
residential construction. Indeed, as noted in the second of the enclosed
NCSBCS delegate resolutions of September 16, 1987, HUD is actively considering
proposing regulatory or legislative changes to the Federal Manufactured
Housing Construction and Safety Standards Act of 1974 which would remove HUD
from the program and, perhaps, return all or a significant portion of this
federal program to the states to administer jointly.

The above remarks, however, do not mean that OICS8CS and its members believe
that there is no place in your proposed "new framework" for congressional and
federal action in the area of building codes and standards. On the contrary,
in light of the states' recent commitment to cooperate with the nation's
housing industry to reduce and/or eliminate barriers to affordable housing
created by our current building codes and standards system, there is indeed a
major positive and supportive role which the U.S. Congress can take to help
assure that such needed regulatory reform occurs across this country at the
state and local government levels. There are three areas in which federal
legislation would be of significant assistance to this important effort.

I. Industrialized/Modular Buildings

As noted in the enclosed background materials and resolutions, factory-
built housing and commercial structures are playing an increasingly important
role in this country. Thirty-five states today regulate the design and
construction of such units. Of those 35, 19 are capable of entering into
interstate reciprocity agreements to facilitate the construction, shipment,
and siting of such structures in other states. Of those 19, 12 states have
some degree of interstate reciprocity. Through their recent activities,
NCSBCS and NGA have initiated a serious commitment to eliminating the existing
barriers to uniform code administration and establishing an effective regional
or national interstate reciprocity system for industrialized/modular
buildings. The industrialized/modular housing industry also has made a
commitment to pursue the development and implementation 0 such a system
through the work of the Joint Council on Industrialized/Modular Buildings.

In light of that commitment and the progress being made by the Joint
Council, I urge you and your colleagues to consider taking the following
actions in developing your proposed "national housing policy."

.&22
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A. Authorize the Secretary of HUD to provide funding support for the
Joint Council on Industrialized/Modular Buildings to expedite
development of the reciprocity system. The Joint Council
currently is funded by NCSBCS, which acts as its Secretariat, and
through the 21 Joint Council members.

B. Authorize the Secretary of HUD to work cooperatively with the
states and their national organizations, including NCSBCS, to
research and devel:p interstate compacts through which the states
can collectively and cooperatively regulate the design,
construction, and siting of industrialized/modular buildings.

C. Provide incentives to encourage state adoption of appropriate
legislation in those states which do not currently have statewide
regulatory authority over the design and construction of
industrialized/modular buildings.

II. Manufactured (Mobile) Housing

The enclosed copy of the Final Report of the NCSBCS State Task Force on
the Federal Manufactured Housing Program contains a detailed history of this
important federal regulatory program and describes significant strengths and
weaknesses in the way that program is currently administered. As called for
by the nation's governors in their NGA housing policy- amendment of July 28,
1987, and by the NCSBCS state delegate members by their resolution of
September 16, 1987, significant improvements must be made in this program if
the public safety interests of consumers and production desires of industry
are to be met.

In developing your national housing policy, I would urge you to consider
the following actions:

A. Consider legislative changes which would enhance HUD's ability to
effectively administer and enforce this vital federal program
while strengthening the U.S. Congress' previous commitment to the
states that they will continue to be active partners with HUD in
the administration of the federal Act.

B. If HUO is adamant about removing itself from or reducing its role
in this program as described in Title VI of the Housing and
Community Development Act of 1974, then the U.S. Congress should
legislatively consider either:

t
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1. Horking with the states to return to them to
collectively administer those aspects of the federal
program from which HUD wishes to withdraw; or

2. Working with the states to establish and administer an
effective national interstate compact through which the
states can collectively administer a uniforh national
program for the design, construction, and siting of
manufactured housing.

III Housing for the Homeless

The passage and signing into law this summer of the Stewart R. McKinney
Homeless Assistance Plan (P.1. 100-77) was an important first step towards
resolving a national disgrace. Through its participation in several of the
national symposiums on the homelessness issue, NCS8CS has a special concern
for the issue of public safety in the emergency and long-term shelters for our
homeless population. While NCS8CS believes that the overall focus of further
federal legislation on the homeless must focus on the issues of how to avoid
creating more homelessness in America, we do urge that you give some
consideration to helping state and local governments develop and adopt
appropriate building codes and standards governing emergency and long-term
homeless shelters. Our recommendations o this regard are as follows:

A. Authorize the Secretary of HUD to work cooperatively with the
nation's model building and fire code organizations and state and
local governments to develop model state and local codes and
standards for temporary, emergency shelters for the homeless and
long-term homeless shelters.

Authorize the Secretary of HUD to provide additional funding for
the construction of such shelters.

Lastly, as regards the issue of avoiding future growth in the number of
homeless in America, NCS8CS wants to reiterate a point which has been made
throughout our work on site-built, modular, and manufactured housing. Hhen
concerning oneself with the need to promote the construction of affordable
housing in this country, one must be equally concerned with the long-term
affordability of such structures as with the short-term initial construction
and purchase costs. New housing which is neither energy conserving nor
durable is not going to be affordable. It would be ironic that in our push to
stimulate "affordable housing," we merely take actions in the late 1980's
which end up requiring us to make major financial commitmEnts within the next
two decades to replace such housing which has deteriorated to the point that
it is no longer habitable.
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In closing, on behalf of our state delegate members and the governors
which we serve, I want to thank you again for extending to NCSBCS this
opportunity to provide you with our thoughts on what should be included in a
new national housing policy. If you or any member of your subcommittee or
staffs have any questions concerning this letter or its background support
materials, please do not hesitate to contact me at (501) 371-1641, or our
Executive Director, Robert C. Nible, at (703) 437-0100.

As you begin to schedule your hearings for early 1988, please keep in mind
that NCSBCS would be pleased to appear before your subcommittee to address any
of the issues raised in this le.ter.

Thank you again for your interest. Best wishes for the development and
passage of an effective national housing bill.

MBB:RCN:dtb
Encloe':Les

Sincerely,

Mary BetX Boman
President, NCSBCS

cc: The Honorable John Sununu, Governor of the State of New Hampshire, and
Chairman, NGA

Raymond Scheppach, Executive Director, NGA
Richard Geltman, Staff Director, NGA
Samuel R. Pierce, Jr., Secretary, HUD
Members of the NCSBCS Board of Directors
NCSBCS State Delegate Members
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August 21, 1987

The Honorable Alan Cranston,
Chairman, and
The Hbnorable Alfonse M. D'Amato,
Ranking Minority Member

Subcommittee on Housing and Urban Affairs
Committee on Banking, Housing and Urban Affairs
534 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senators Cranston and D'Amato:

John H. Sununu
Governor of New Hampshire
Chalmsan

Itarses1 C. Schepps ch
f.xecuttve Director

Thank you for the invitation to the National Governors' Association to
work with the Senate Housing Subcommittee in the development of a new housing
policy. I as referring your letter to Governor John Sununu, the new Chairman
of NGA, and to Governors Edward DiPrete and Roy Romer, the new Chairman and
Vice Chairman, respectively, of NSA's Committee on Economic Development and
Technological Innovation which has jurisdiction for dealing with housing
policy issues. I as attaching NGA's current housing policy for your use.

I feel sure that NGA will want to respond to your request more directly,
but it is unlikely that NGA will be able to provide you with any official
response by your October S deadline. To the extent that the NGA Economic
Development Committee would want to offer official suggestions that went
beyond NGA present policy, our process would req.dre all the Governors to
review those new suggestions in February. Nevertheless, the Governors and NGA
staff can certainly work with you in the context of our present policy and
provide you with the best advice on tiler%) NGA is likely to be headed.

Housing is certainly becoming an increasing problem, and NGA would like
work with you in developing a comprehensive federal, state and local
government respons- in conjunction with the private sector which plays the
primary role in providing shelter for our citizens.

Sincerely,

TY.AA
Governor Bill Clinton

Attaciment:

NGA Housing Policy Position

cc: Governor John H. Sununu
GGveraor Edward D. DiPrete
Governor Ro Omer

NMI Of TH:: SIAM ..1 North Cep4,1Strs- r Washirtzpoh D C 200014572 1202) 624.5300
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E. - 4

HOUSING ISSUES AND NEEDS

3ot K. Smuts
Governor of New Hampshire
Chai.=

Laroead C. ScheppAch
xecueve ()rector

The 1949 national policy of "a decent home and a suitable living environment for
all Americans' must continue to be a major national priority for the 1980s. The nation is
still far from reaching this goal, particularly in the area of affordable housing. Hence, a
national housing goal is as important now as it was in 1949. Therefore, Congress should
again articulate its commitment to a national housing goal.

The supply of affordable housing in most marketi is not adequate to meet the
demand; the shortage is particularly acute in the rental housing sector and in regions
experiencing rapid population growth. Housing costs have risen faster than Incomes,
making decent housing unaffordable for many people and raising the costs of subsidy
programs. The cost of housing is a p-:ticular problem for low- and moderate-Income
families, and barriers to choice posed by racial discrimination and other discrimination
have not been fully overcome.

The national housing goal must remain a high priority for the federal government,
as well as the states, local governments, and the private sector during the 1980s. Housing
programs should be tasigned to encourage joint public/private effort:, to finance, build,
and maintain an adequate supply of affordable housing.

Addressing Problems of Supply and Cost

In the 1980s, about 42 millIon Americans will reach the prime home-buying age of
thirty, compaod to about 30 million in the 1970s. The trend toward more single-person
households not only increases aggregate demand for housing but also results in changes in
the type of housing units in demand. Growth in demand also results from homeownership
being an excellent personal investment in inflationary times.

The housing market in many areas of the country has beet unable to satisfy this
growth in demand. The shortfall in supply is attributable to two major factors: the
shortage of capital for sew residential construction and the rapid escalation of housing
costs.

Housing construction is one of the most cyclically sensitive lectors of the
economy. Minor fluctuations in interest rates can produce major changes in the mortgage
market and production levels for new housing. Although the recent growth of long-term
certificates of deposit and expansion of the secondary mortgage market have mitigated
this problem somewhat, residential construction still remains highly sensitive to cyclical
changes in the economy.

HALL Of THE STATES 444 North Caphol street Washington. o C. 20001.1572 (202) 624.5300
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Sharp increases in the costs of housing over the past decade have placed the
dream of owning a single-family home beyond the reach of a growing proportion of
households. The market has not provided new alternative home ownership opportunities.
e.g., new condominiums, in sufficient quantities to satisfy the demand, nor has
construction of new multifamily rental housing been stHicient to meet rental demand.
increases in construction and financing costs have been a significant constraining factor in
both the single-family and multifamily housing markets. In many areas, operating costs
for multifamily rental housing have increased more rapidly than rents, further eroding
investment and contributing to severe shortages of rental housing.

The present housing crunch can be attributed in pert to the cumulative effects of
government monetary and fiscal policies, environmental and other restrictions on
residential construction, rent control and condominium conversion, and program
investment decisions. Because government policies exert a major influence on the housing
market, solutions to the related problems of supply and cost depend, In part, on
governmental action to remove unnecessary barriers to a smoothly functioning housing
market. Direct government involvement should be facused on those areas where the
private sector is unable or unwilling to address the needs of particular markets or
population groups. in addition, governmental agencies continue to have an Important role
in facilitating an efficient system of mortgage financing.

Federal Actions Suggested

A more stable flow of capital into residential construction would result In a
more smoothly functioning housing market and a lower rate of growth in
housing costs. A thorough reevaluation of the regulation of thrift institutions
and the effects on housing finance of conventional monetary policy should be
undertaken to identify alternative approaches that can "smooth out the
bumps" in the availability of funds for residential construction. Particular
attention should be given to measures that would enable thrift institutions to
compete more effectively for funds during periods of high short-term
interest rates.

e Inc federal government should, consistent with adequate Investor protection.
encourage the activities of both federal and pevate Issuers and guarantors of
mortgage-backed securities In order to maintain zn adequate flow of capital
through the secondary mortgage market. Federal policy should continue to
recognize the central role played by public or quasi-public institutions
involved In the secondary mortgage market. The ceiling on the size of
single-family loans purchased by FNMA and FHLIiC should be adjusted for
high cost areas to permit homebuyers and financial institutions In all sections
of th,; country to benefit equally from the activities of these federally
sponsored corporations.

Home ownership and rental subsidy programs should be targeted to low- and
moderate-income households but also should encourage a mix of family
income levels in assisted housing. These programs should be reviewed
regularly to ensure that interest rates and mortgage limits are set at realistic
levels.

8
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To reduce the extreme effects of the money market cycle on mortgage
availability, private lenders should be encouraged to offer more flexible
mortgages, e.g., variable rate, graduated payment, without precluding
consumer choice of conventional financing. Federal regulatory agencies
should monitor the growth of these new mortgage instruments and, where
necessary, should consider limitations to protect lenders and borrowers alike
against unacceptably high economic risks.

Programs utilizing a shallow subsidy approach should be retained to increase
the supply of rental housing, provided such a program does not reduce
commitments to low-income rental housing needs and itself contains a low-
or moderate-income component. Such a program should permit states the
flexibility needed to assure production of rental housing in areas where the
problems are most severe. Determination of the mix between new and
existing housing units for purposes of low-income rental subsidy programs
should be based on community needs, as reflected in locally developed
housing assistance plans.

The Mortgage Revenue Bond Program is an important vehicle for the
financing of home ownership in light of continued high interest rates and
housing costs that place home ownership out of the reach of many would-be
first time homebuyers. The Mortgage Subsidy Bond Tax Act of 1980, the
Deficit Reduction Act of 1981, and the Tax Reform Act of 1986 placed
significant restrictions on the program, anc there is no need to further
restrict the program. Congress must eliminate the provision that *sunsets*
the Mortgage Revenue Bond Program on December 31, 1988. The Mortgage
Credit Certificate Program, newly authori:ed by the 1984 act, should remain
an optional alternative to, not a mandatory replacement for, the states' use
of mortgage revenue bonds. Consideration should be given to utilizing
existing pubik and private programs to operate in tandem with mrttgage
revenue bonds to reduce home ownership costs for target populations.

in many jurisdictions, the construction of rental housing other than luxury
dwellings is economically Infusible without tax-exempt financing.
Therefore, Congress should continue to permit state housing finance agencies
to issue tax-exempt multifamily housing industrial development bonds. To
further reduce finance costs and thus promote affordability for low- and
moderate-income tenants, federal guarantees should continue to be available
In tandem with tax-exempt bonds for housing.

Federal housing policies should recognize the special needs of rural areas, and
the federal commitment to rural housing should remain intact. The Farmers
Home Administration should encourage joint federal/state initiatives to
develop affordable rural housing.
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An .explicit federal strategy to avert housing ab:..donrnent should be
developed. The most effective strategies are likely to be those that combine
and target the resources of both federal and state government. Existing
federal programs therefore should provide states with flexibility to target
them to buildings threatened with abandonment or acquired by government as
a result of foreclosure. Expansion of the urban homesteading program and
provision to set aside Section 8 units for this purpose should be given priority
consideration in developing an overall approach to the prof: am of
abandonment.

Private pension funds, which are federally regulated pursuant to the
Employee Retirement Income Security Act, hold approximately $700 billion
in assets. Historically, only a small percentage of those assets have been
invested in housing. The federal government should carefully consider
whether there are any unnecessary regulatory barriers to pension fund
investments in residential mortgages.

Manufactured (mobile) homes are an important source of affordable housing
to a growing segment of our population. The states' regulatory authority
over the design and construction of such homes was federally preempted in
1974, yet the states have retained a vital interest and cooperative role in the
federal regulation of these homes by the U.S. Department of Housing and
Urban Development. A recently completed state sponsored study reviewed
the strengths and weaknesses of the federal manufactured housing
construction and safety standards program and found the program wanting in
a number of major aspects. The U.S. Congress and HUD should work
cooperatively with the states and industry to improve the quality of
manufactured housing. In such an effort. HUD should continue to work with
the states to reaffirm and strengthen the vital regulatory and administrative
roles which the states continue to provide under various aspects of the
federal manufactured housing construction and safety standards program.

State Actions Suggested

n Forty-nine states have established housing finance agencies that use
tax-exempt revenue bonds to meet the home ownership and rental housing
needs of low- and moderate-Income residents. States are also responsible for
overseeing the issuance of mortgage revenue bonds by local units of
govetnment and for ensuring that these programs conform with legitimate
public purposes. States should continue to assure that this indirect federal
subsidy ''s, used in a responsible and effective manner to fill gaps in the
privet; mortgage market. States also should encourage their housing finance
agencies to explore and evaluate the uses of the newly authorized Mortgage
Credit Certificate Program and the Low - income Rental Housing Tax Credit.

i



617

While federal programs play a significant role in stimulating new
condominium construction, regulation of conversion and protection of
tenants' interests can be addressed most effectively in response to particular
market characteristics at the state and local Iev.rl. The loss of rental units
and displacement of tenants due to condominium conversions are phenomena
best regulated at the state level.

As state and local public employee pension funds grow in importance in
national capital markets, they are increasingly able to play an important role
in housing finance. States should consider using their pension funds to
provide mortgages to public employees, shared-equity programs to lower
initial down payments in return for a share of eventual capital gains, and
direct provision of loans for single-family housing.

Cuc to the growing demand for and critical shortage of decent affordable
housing, states should develop strategies to address these problems through
joint public/private cooperation. States should work with lending institutions,
real estate developers, builders, community groups, and local governments to
encourage production of new housing and reclamation of abandoned buildings
for rehabilitation and vacant lots for new residential construction. Such
efforts should include assistance to households whose current housing needs
are not currently being mat, whether these be low-income individuals looking
for temporary shelter or first time home buyers unable to afford a down
payment. States, in conjunction with appropriate representatives of the
private sector, also should promote research and development initiatives that
explore new methods and approaches for dealing with housing needs and
shortages.

in recent years, the decline in Americans' ability to purchase homes and find
affordable rents has become a national crisis. States can play a significant
role reducing housing costs. States should examine, where appropriate,
their land development and housing policies and regulations to consider
amending those that unnecessarily add to the - )sts of housing production.
States also should provide information to their local governments about ways
to reduce housing production costs and make housing more affordable.

in recent years numerous federal, state, and private sector studies have
demonstrated the cost savings that are posale to the homebuyet: through
reforms and streamlining of the nation's building regulatory process. States,
working together with their units of local government, should seek to reduce
the building regulatory portion of the cost of new housing by adopting and
maintaining uniform modern model building codes and supporting the
introduction of new uilding technologies. State and local government
further should Implement those codes through streamlined administration
techniques and provide positive support for the adequate education and
training of state and local code enforcement personnel.
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Industrialized and modular buildings, which are built in a factory and sited on
permanent foundations, are a growing segment of the nation's afforadable
housing and commercial building stock. These structures are frequently being
manufactured In one state and sited in another. The regulation of such
structures varies from state to state and locality to locality and imposes
confusing and costly burdens on state and local building officials, the modular
building industry, and the consumer. Currently, manufacturing facilities
must undergo numerous inspections and build to the codes of several states
while state governments must inspect plants in more than one state. This
costly and duplicative regulation ultimately costs the consumer more and
restricts market access and use of new technologies. To supply the growing
demand for safe, decent, and afforadable housing and commercial buildings,
state governments should work with the industrialized/modular buildings
industry to develop and adopt uniform administrative regulatory procedures
and implement interstate reciprocity agreements for the design and
construction of modular buildings.

States should actively monitor the progress of Farmers Home Administration
(Frail& state offices in obligating their allocated funds for rural housing.
Where appropriate, states should work with FmHA officials to remove
obstacles to participation in FmHA housing programs.

Meeting Low-Income Housing Needs

While national housing policies should be designed to ensure an adequate supply of
housing to satisfy the demands of the general population, particular attention must be
given to meeting the needs of low-income households. Past federal subsidy programs for
new construction and substantial rehabilitation of rental housing have been characterized
by high unit costs. Although rent subsidies for existing housing units may appear to lower
unit costs and stretch the housing assistance dollar further, this approach is not responsive
to low-income needs in areas where the supply of existing housing is tight.

The range of federal subsidy programs directed to meeting low-income housing
needs should include programs that effectively leterage federal funds to produce new
units as well as programs that provide rental assistance for existing units. Priority also
should be given to programs that protect the physical and fiscal soundness of the nation's
existing inventory of assisted low-income housing. Government at both the federal and
state levels should strive to maintain sufficient levels of activity. improve program
flexibility and adaptability, and ensure effective administr2tion of programs in response
to local needs and conditions.

Greater recognition should be given to the fact that programs that produce new or
rehabilitated housing units provide more than shelter. They also play an important role in
stabilizing families and revitalizing distressed neighborhoods. Thus, low-income housing
programs should be .viewed as an important component of community and economic
development efforts.

Federal Actions Suggested

Although past and present federal programs have improved housing conditions
and housing choices for millions of Americans, there remains a significant
shortfall in the amount of decent and adequate housing at rents that
low-income households can afford. For this reason, low-incomi housing
programs should be maintained at adequate levels.

To the extent that certain construction programs may be considered too
costly, greater reliance may be warranted on rehabilitation of available
buildings to increase the supply of decent housing for low-income tenants.
Such programs should be implemented in a manner that assures that the
current tenants of renovated units are not involuntarily displaced.

The federal government should accord high priority to maintaining the physical
and financial soundness of existing low-income, federally assisted housing and
protect substantial governmental investments in these properties while
assuring their continued viability and affordability for low-income te..snts.

(r6i.8 2
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Increased attention is being given to the idea of "privatizing" public housing,
i.e.. selling public housing units to the tenants. Demonstration projects to
explore tenant purchases of public housing are more appropriate at this stage
than wide-scale national programs. Federal subsidies should remain in place
where necessary to help low-income owners maintain their units after they
purchase them.

To ensure that federal low-income housing resources are directed to projects
where the need is most acute and the impact greatest, program dollars should
be allocated in accordance with local, regional, and state plans and priorities.

The Farmers Home Administration has negotiated formal cooperative
agreements with a number of states to assure that federal funding decisions
are consistent with overall state priorities. The U.S. Department of Housing
and Urban Development should make the necessary program adjustments to
permit and encourage similar agreements with states.

Total reliance on a rental subsidy approach should be discouraged. However,
Congress should continue to fund both Section 8 housing certificates and
housing - vouchers while carefully monitoring these programs' impact and
effectiveness in meeting low-income housing needs. Fair market rent
determinations should be pegged closely to local market conditions and should
be adjusted frequently as market conditions change.

Housing program regulations should be as simple and straightforward as
possibie and should be consistent among all agencies that finance housing sored tape costs are minimized and private sector participation is not
discouraged.

Federal block grants to states, whether for the construction, subsidization,
rehabilitation, or operation of housing units, may be an appropriate me.hanism
for federal assistance. Any block grant proposal should be funded at
substantially the same level as the federal programs to be consolidated. The
block grants should be characterized by flexibility, adequate administrative
funds, targeting to low- and moderate-income Individuals, and minimal
mandates. A block grant proposal should permit each state to choose to
administer the program or leave the administration with the federal
government.

State Actions Suggested

States should continue the roles they have played successfully developing
appropriate housing strategies, filling in gaps between federal programs,
complementing and adapting federal programs to work in local settings, and
providing technical assistance to local agencies and private developers who
utilize federal and state programs.

Because state housing finance agencies (HFAs) have been particularly
successful in forging linkages with federal programs, states should continue to
strengthen their HFAs and target their resources to complement federal and
private sector efforts to meet low income housing needs.

5-6-1) 3
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Many states have found it beneficial to act as housing authorities for smaller
communities that otherwise lack the resources and expertise to participate in
the Section 8 and public housing programs. This approach warrants
consideration by other states.

States should el.:outage the use of available housing programs as a component
of neighborhood revitalization efforts, in conjdnction with community
development block grants and similar programs. State technical assistance
can help localities effectively combine federal housing and community
development funds for maximum benefit.

Ensuring Fair Housing Policies and Practices

The rights of free choice in the housing market are protected by federal and state
laws. Enforcement of federal fair housing laws is delegated to states that have
comparable legislation. This augments the enforcement nrovfsions of the federal law with
the generally greater authorities the states possess. Effective enforcement of federal and
state fair housing laws is an important step toward ensuring equal opportunities and
preventing overt discrimination in housing.

However, there are some subtle barriers to freedom of housing choice that can be
more difficult to identify and overcome, e.g., mortgage or insurance redlining,
exclusionary zoning practices. In addition, the market often does not meet the needs of
those with special housing requirements and consequently deprives them of the range of
choice available to others. While federal and state regulations, enforcement mechanisms,
and disclosurc requirements are necessary tools to eliminate unfair housing practices, only
through the active involvement and commitment of the private sector can the promise of
equal opportunities in hciusing be fulfilled.

Federal Actions Suggested

Enforcement of the federal (and state) fair housing statutes is uneven, in part
because of the federal government's reliance on the powers adi resources of
state agencies. To improve the enforcement record, the federal government
should provide sufficient resources to the states for enforcement.

The Home Mortgage Disclosure Act an important instrument for overcoming
mortgage redlining, one of the indirect obstacles to equal opportunity in
housing. The program should be made permanent and its implementation should
continue to be carried out as diligently as in its initial years.

In recent years, a number of federal initiatives have been undertaken to
encourage expansion of housing opportunities for the disadvantaged through
demonstration programs. incentive mechanisms, and the establishment of
priorities within existing federal programs. Efforts to develop "partnership"
agreements with state and local governments represent a similar positive
approach to fair housing. The Governors endorse the provision of positive
incentives for achievement of fair housing through the development of a
cooperative partnership approach to shared federal/state objectives.
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State Actions Suggested

States should continue aggressive enforcement of state and, where delegated,
federal fair housing laws. In addition, states should encourage affirmative
efforts by local governments to eliminate exclusionary zoning and other local
restrictions that pose barriers to freedom of choice in housing.

State housing finance programs can be used to expand housing opportunities as
a positive complement to enforcement of antidiscrimination laws. States also
should assume a leadership role in working with the full range of commercial
sectors involved in housing, e.g.. builders, owners of rental housing, realtors,
lending Institutions, to gain active private sector involvement to eliminate
discriminatory practices and assure equal housing opportunities.

Adopted August 1980; revised March 1983, August 1983, February 1985, February
1986, and July 1987.



622

National Housing &
Rehabilitation Association

172618th Street, N.W.
Washington, DC 20009
(202) 328-9171

Framework for a New National Housing Policy

Submitted to the
United States Senate Subcommittu on Housing and Urban Affairs

October 5, 1987

1. A national housing policy should affirm rehabilitation as an
integral component of that policy by specifically
encouraging it.
a. Revitalize existing communities
b. Concentrate development areas
c. Enhance local economic base

2. Rehabilitation is a labor-intensive undertaking. More of
the construction dollars are expended for local labor and
remain in the community where the project is located.
a. Bolsters local economy
b. For every $1.00 of federal tax credit expended, $.88

is returned to federal, state and local governments
through increased revenues from property, sales and
income taxes.

c. Creates new jobs and employment training
opportunities where labor pool is located

d. More energy-efficient than new construction

3. Consistency of policy is an important factor. A long-term
policy is necessary to allow the development industry and
the investment community sufficient time to gain a working
knowledge of it.
a. Provide incentives for entrepreneurs
b. Attract private & institutional investors to provide

needed pools of capital
c. Recognize lead time required for education and

implementation of programs
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4. Preservation of the existing inventory of federally assisted
rental housing must be an important corponent of a national
housing policy. Specific actions, however, must be part of
a broader housing policy.
a. Flexibility is required to address range of

circumstances
b. Encourage moderate rehabilitation of property and

enhancement of project's financial performance
c. Design incentives to encourage owners to extend

commitments to provide affordable housing
d. Provide assistance to those renters who might now be

able to become homeowners

S. Delivery Mechanism
a. Diverse housing needs create market segments, each

requiring different housing "products"
b. Policy mast foster varied skills needed to operate in

each seqzent
c. Build on experience of professional housing providers

6. Conclusion
a. A national housing policy must actively encourage

rehabilitation and not merely imply its support
b. Utilize rehabilitation's ability to focus both public

and private investments into existing communities
c. Allow national housing policy to mature over time
d. Foster different skills of professionals who produce

housing for each market segment
e. Continue and expand upon existing incentives for

rehabilitation
f. Harness rehabilitation's ability to upgrade renewable

reso,-ces
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Framework for a New National Housing Policy

Submitted to the
United States Senate Subcommittee on Housing

and Urban Affairs
October 5, 1987

1. A national housing policy should affirm
rehabilitation as an integral component of that
policy by specifically encouraging it.
National policy should harness rehabilitation's
potential for enhancing local economic
initiatives by focusing its impact to where it
is most needed.

A certain amount of development will inevitably
occur in an expanding society. However, rather
than encouraging the continued expansion into
outlying areas, a national housing policy
should direct development to revitalize
existing communities. Such direction would
result in visible improvements to older
neighborhoods and would allow the remaining
open land to be preserved.

Concentrating development in older developed
areas will enhance local f,ommerce, create new
jobs and expand the tax base. It will increase
the utilization of existing public facilities
such as transportation systems, communication
networks and utility infrastructures. A larger
user base will be better able to financially
support the modernization and upgrading of
these facilities.

2. Rehabilitation is a labor-intensive
undertaking. The U.S. Department of the
Interior estimates that while new construction
projects are 50% labor intensive,
rehabilitation projects are as high as 75%
labor intensive.

61(5
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In 1977, the Advisory Council on Historic Preservation surveyed
projects funded under the Economic Development Act and found that
whereas new construction produced 70 jobs for every $1,000,000
expended, reconstruction yielded an average of 109 jobs per
$1,000,000.

A higher percentage of the construction funds in rehab jobs are
expended for local labor insteau of for construction materials
which are purchased either outside the region or from foreign
companies. Therefore, a higher percentage of a rehabilitation
project's funds remain in the local economy rather than being
dispersed throughout the country, or possibly even exported.

The Advisory Council on Historic Preservation estimates that for
every $1.00 allocated to a historic rehabilitation project by the
federal government through the historic tax credits, $.88 is
returned to the federal, state and local governments through
increased revenues generated by the property, sales and income
taxes.

The concentration of rehab developments in established population
centers means that these projects place new jobs at the center of
those labor pools and create employment and training
opportunities where they are most needed.

Rehabilitation is also a more energy-efficient method of
construction. A 190 Energy Department study concluded that
rehab consumed 23% less energy than comparable new construction.
The study estimates that it requires 49,000 BTU's per square foot
to rehabilitate a structure compared with 65,200 BTU's per square
foot to construct a new building.

1. asistency of policy is needed to provide incentives for
entrepreneurs to undertake these projects and to attract private
individuals and institutional investors to place their funds into
the needed pools of capital.

Any new tax incentive or development funding program requires a
lead time for the industry to become educated about the new tools
and then to be able to implement them into the appropriate
projects. It takes even longer for the investment community to
respond.

The historic investment tax credit enacted in 1981 has encouraged
developers to evaluate restoration rather than new construction.
In its 1986 report to the President and Congress, the Advisory
Council on Historic Preservation (ACHP) states that developers
"who a decade ago would have dem,lished historic buildings as
economically inviable impediments to development are now
integrating them creatively into their plans."

78-541 0 - 87 - 21
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ACHP estimates that since 1981 when the 25% historic preservation
tax credit was legislated, 17,000 projects have been
rehabilitated. Approximately half of these projects were
designed for residential use, the remaining half were designed
for commercial use.

The new low-income housing tax credit, legislated as part of the
Tax Reform Act of 1986, is beginning to be incorporated into the
financing of multifamily housing projects. One-quarter of the
way into the program, the multifamily development community is
only now able to rely upon limited practical experience in
working with the credit. The new housing credit is beginning to
gain acceptance as a viable tool but recognition is growing that
it requires further refinement. Furthermore, the investment
markets must still be convinced of its viability before a
significant flow of capital into tax-credit assisted low-income
housing can be anticipated.

Housing requires the ongoing availabirty of patient, longterm
capital. A consistent policy is necei.ary to reassure investor
confidence.

4. Preservation of the existing inventory of federally-assisted
housing needs to be considered within the context-of a broader,
comprehens:ore housing program.

Housing must be designed to meet the needs of those tenants who
are dependent on the federal housing subsidy as well as for those
tenants who now might be able to become homeowners.

A national policy in this area is difficult to develop.
Flexibility must be provided to deal with each case individually.
The needs of the tenants must be considered as well as the
dynamics of the market in which a project is located.

In some cases, moderate rehabilitation of the structure is needed
along with an increase in the project's economic performance in
order to finance the improvements. In other cases, owners can be
given incentives to extend their commitments to operate the
housing for lower income families. In still other cases, it
should be recognized that the most beneficial route might be to
allow a project to opt out of the subsidy program and re-channel
those subsidy funds into production of new units that would
better serve the needs of residents on limited incomes.

5. Delivery Mechanism

The nature of the structures available for rehabilitation along
with the demographics of a local housing market dictate the type
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of housing options that will be available in that market. A wide
variety of housing is necessary to meet the diverse needs of
today's population. Several types of organizations, with
different sets of skills, are necessary to deliver the housing
that is required by each of the market segments.

In ords: to meet such varied needs, public policy must recognize
and foster the skills necessary to operate in each market
segment. Professionals as diverse as single-family homabuilders,
not-for-profit development organizations, local rehabbers and
professional apartment development firms with access to the
national capital markets are all required to produce the volume
and variety of housing which our nation requires.

A national housing policy must place its foundation upon the
experience and delivery networks of the builders, owners and
maragers of both market -rate and low-income rental units who have
mattred with the federal housing programs over the years. It is
in this sector of the housing industry that the capacity for
large volume production and comprehensive property management
exists.

National policy should also nurture the fresh ideas of the
not-for-profit housing sector and encourage their growth. Thse
providers will produce the highly-targeted community-based
housing options.

The public, not-for-profit and private sectors of the housing
community must work as partners to identify America's housing
needs and design programs to fulfill those needs.

641
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Conclusion

A national housing policy must actively encourage rehabilitation
and not merely imply its support.

Rehabilitation focuses both public and private investments into
existing communities. It improves the physical appearance of the
neighborhood, creates new job opportunities, increasers the size
of the market for local consumer goods and services and vovides
a larger user base to support public facilities, transportation
networks and utilities systems.

A strong housing policy is one which has matured o%tar time and
has been refined in accordance with both the public and private
sectors' direct experience. It must take into account the
changing needs of the population to be housed and recognize the
unique skills of the professionals who produce housing for each
of the different market segments.

The existing programs for rehabilitation, the histcric investment
tax credit and the new low income housing tax credit, are
effective tools. They should be left intact, and in the case of
the housing credit, refined. Perhaps a new policy should
consider extending the 10% investment tax credit available to
buildings rehabilitated for commercial purposes to the renovation
of structures for residential use.

The balance of this century will find this nation focusing its
attention more on the environmental management and clean-up
issues which are now beginning to emerge.

The federal government should harness rehabilitation's ability to
direct public and private investment towards upgrading renewable
resources. Through rehabilitation, development could be targeted
to existing communities and allow the remnining undeveloped land
to be preserved as sjch.

Rehabilitation can serve as the catalyst to educate our nation on
the need to build our environment with an eye towards conserving
our resources while providing for the changing needs of an
expanding society.
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Summary

National Housing Conference Submission

Recommendations of the National Housing Confe2.ence
to Senate Subcommittee on Housing and Urban Affairs

The National Housing Conference agrees with the statement
of the Subcommittee's Chairman and Ranking Minority Member that
the "need for decent, affordable housing has never been more
urgent", at least in recent years. Much of the significant
progress toward meeting this need, that had occurred during
the last half of the 1960s and during the 1970s, has been lost
in recent years, as programs were terminated or had their
funding reduced significantly. That direction must be
reversed.

Adding to the problem is the fact that, over the next
fifteen years, hundreds of thousands of housing units occupied
by lower income tenants with assistance under the various
Federal programs of the past two decades will either no longer
be eligible for assistance or be able to be removed from the
system. While this result is consistent with the nature of
the programs, the almost total cessation since 1981 in Federal
funding for significant annual additions to the lower income
housing stock has only exacerbated the situation.

Part 1 - Production of Additional Assisted Housing

The National Housing Conference believes it is essential
that we resume efforts to increase the stock of housing avail-
able for the lower income. While the programs of the past
have not been perfect snd in many cases they could stand per-
fective fine tuning, they did produce many hundreds of
thousands of decent housing units for the lower income. That
accomplishment should not be ignored. NHC urges the Subcom-

":ee to look carefully at the programs of the past aud to
ude a continuation of many of those programs, with improve-

. .s where appropriate, in any legislative package the Subcom-
pi.,tee proposes. Among the programs we believe should be
continued are the following:

1. PuL'ic Housing -- Additional production, either
through new construction, substantial rehabilitation or
acquisition, is needed, along with adequate funding to
modernize the present stock of public housing, much of which
is twenty years or more older; adequate operating subsidies
must be provided for both the present and new additions to the
stock of public housing.

2. Farmers Home Administration -- The FmHA single family
and rental programs, including rurir-rental assistance, need to
be continued at reasonable funding levels and should continue
to be administered by FmRA.

October 5, 1987
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3. section 202 -- For almost thirty years this
program has played a significant role in assisting non-
profit organizations to provide housing for the elderly
and the handicapped.

4. Section 8 Certificates -- A useful tool in areas
with significant rental vacancy rates and for providing housing
for large families and others with unique problems; similarly,
the Moderate Rehabilitation Program has provided a means of
returning to standard condition housing units that have fallen
below acceptable conditions for decent occupancy, thus
increasing the stock of available decent housing for the low
income.

5. Section 235 -- An important means of enabling the
upwardly mobile, lower inc:::e to achieve the American dream
of homeownership and for society to realize the benefits,
such as neighborhood stability, that will flow from that
homeownership.

6. Housing Development Grants -- With high interest
rates apparently returning, this program becomes more impor-
tant as a means of not only increasing the rental units avail-
able in tight housing markets but, at the same time, providing
a portion of those units for long-term availability to the
low income.

7. Low-Income Housing Tax Credit -- While only
recently enacted and not within the jurisdiction c.f the
Subcommittee, the low-income housing tax credit has the
potential of being a useful incentive. It needs many
technical amendments which should be acted on as soon as
possible, and it should be extended beyond its prlsent
1989 expiration.

The above-listed programs are all still functioning,
although in many instances on a very limited basis. They
are all important and should be continued at reasonable
funding levels. With exception of the FmHA programs in rural
areas, they serve discrete and limited segments of the housing
market. They do not and were not designed to provide signifi-
cant, annual additions to the stock of housing units available
for the lower income.

That need, until December, 1983, was met through the
Section 8 New Construction and Substantial Rehabilitation
Programs. Prior to that, it was met by the 236 Program and,
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prior to the 236 Program, the need was met by the Rent Sup-
plement and 221(d)(3) EMIR Programs. Those programs were
braod-based, providing assistance to profit-motivated developers,
nonprofit organizations and to, or through; state or local
housing agencies. Projects developed under these programs also
benefited from the tax advantages available, until the 1986 Tax
Reform Act, to owners of real property. As a result, hundreds
of thousands of units were built or substantially rehabilitated.

While it is not necessary that these individual programs
be resurrected, 4.: is important to recognize those of their
aspects which enabled large-scale production to take place and
then to incorporate those aspects into whatever new program
the Subcommittee may put together. Key among these we believe
are: (1) reliance on broad participation by profit-motivated
developers, nonprofit organizations and governmental entities;
and (2) the subsidy mechanism must be flexible enough so as
to cover tenants of varying income levels but without sufficient
income to pay their own way.

Keeping these two key components in mind, the program can
go several different ways. We have set mut below some aspects
that we urge the Subcommittee to consider in designing a new
lower income housing production program:

1, Assistance should be available directly from the
Federal Government (presumably HUD) to those who will develop
and own the housing. This should assure the widest possible
dispersion of the funds, with allocations being made based
on the need of the locality in which the housing is to be
provided.

2. Funds should also be made available to state and
local housing agencies for use in conjunction with their own
efforts to increase the supply of lower income housing. The
manner in wk. h these funds are used by those agencies should
be limited on.:y by the requirement that the use of the funds
results in the production of lower income housing and by such
few other safeguards as are needed to assure that monies are
not misapplied, misappropriated or otherwise misused. This
will permit the many innovative approaches, developed and
possible of development at the state and local levels, to be
assis6ed without excessive Federal regulation Priority for
these funds could perhaps be based upon the amount of funds
contributed by a state or local agency from its own resources
or sone other measure of local efforts, therebyrewarding those
which show a real interest in moving forward on meeting their

6 1 5 ,
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lower income housing needs. Such a priority, however, is only
reasonably, vossible if direct funding s provided as outlined
in No. 1, above.

3. The assistance made available under No. 1 should be
flexible enough so as to permit all whose income does not
exceed 804 of median to be assisted. This will allow for
greater economic integration than is possible under the pre-
sent 504 of median limitation and help avoid over-concentration
of the very poor in individual projects. Aid given by state
and local housing agencies with assistance under No. 2, above,
should also be encouraged to be available to the sar., _woad
income spectrum.

4. Aid available under No. 1, and probably that under
No. 2, should be able to be adjusted to meet increased operat-
ing costs as well as fluctuating tenant income levels As
experience with previous programs has demonstrated, this lex-
ibility is essential to the long-term success of any assisted
housing program. The ability to make these adjustments should
also not be subject to the vagaries of the annual budget/
appropriations process.

5. The budget impact of these proposed housing programs
should be calculated in a manner consistent with the way in
which the budget impact of other long-term federal programs is
calculated. Running out cost estimates for periods of twenty
or forty years, and assuming, for example, that all tenants
at all times during such a period would have zero incomes,
presents a false impression as to what the true cost of the
housing assistance with respect to any specific project right
be. It is no more valid to make such a calculation than it is
to include in the cost of acquiring a new federal office build-
ing its estimated operating cost over its anticipated life.

6. Effective tax incentives need to be restored for all
types of lower income housing. (While helpful, the low-income
housing tax credit is not sufficient in many instances to
replace past tax incentives.) Otherwise, any new housing program,
as well as existing programs, should be structured so as to
reflect the need for sufficient other incentives to attract
private investment. It needs to be recognized that a Ft return,
in and of itzelf, is not sufficient under any foreseeable
scenario and that direct program subsidies will need to be high
enough to permit a return comparable to other investment
opportunities.

646
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7. Any new program should build upon and be integrated
with the many existing Federal programs providing aid for the
general housing market. This would include the FHA mortgage
insurance programs and the secondary market supports provided
by the Government National Mortgage Association, the Federal
National Mortgage Association and the Federal Home Loan Mort-
gage Corporation. This integration and reliance on known
systems will help assn -e that the program becomes operational
much more quickly than can be expected if a whole new delivery
system is developed.
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Part 2 - Preservation of Assisted Housing

1. Back round --The preservation of federally assisted
housing is one of the most important housing policy issues facing
the Congress and the co'tntry today. The problem is a complex one.
It concerns the imminent and long-term loss of federally assisted
low and moderate income rental housing expected to occur principal'
as a result of three factors: (1) the prepayment of mortgages
under the HUD §212(d)(3) and §236 programs and the PHA 515 program;
(2) the termination or expiration of 88 subsidy contracts; and (3)
the loss of assisted housing and public housing units due to deter-
ioration resulting from age and inadequate maintenance or capital
improvement of the stock.

Resolution of the problem necessarily involves the additic
of new units of assisted housing, in order to maintain a neaningfu
national commitment to providing decent, safe and sanitary housing
for low and moderate income households. It involves complex issues
having to do with the rights of owners to pre-pay project mortgages
in accordance with their original contracts. And it involves deal-
ing with the potential dislocation or relocation of hundreds of
thousands of tenants living in existing assisted housing units, many
of whom may be unable to afford decent rental units in the private
market.

The two issues affe,Jting perhaps th..: greatest number of
projects, and raising potentially the largest cost issues, are (1)
the need for additional subsidies for projects where existing sub-
sidy contracts are inadequate or will expire and (2) the need for
maintenance or capital improvements for projects which lack suffi-
cient project cash flow or reserves to maintain the projects in a
decent, safe and sanitary condition.

2. Scope of the Problem -- The federally assisted housing
stock totals 3.2 million units including 1.3 million public hous-
ing units. Few new units have been added since 19811. Of the 1.9
million or more privately owned units, it is estimated that between
200,000 and 900,000 units may be lost from the inventory by 1995,
as a result of prepayment or the expiration of existing subsidy
contracts. By fiscal year 2005 the entire assisted housing inventory
could be reduced by more than 50 percent.2

1 NHAY%, "Low and Moderate Income Housing: Progress, Problems, and
Prospects-, 1985.

2 GAO Testimony before the Subcommittee on Housing and Community
Development of the House Committee on Banking, Finance and Urban
Affairs, March 26, 1987.

648
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It has been estimated that mortgages will be prepaid on
projects containing perhaps 20% of the total assisted housing units
in projects with mortgages eligible for prepayment. Whether some,
or all, of these projects, or units, are converted to other uses
is highly dependent upon local market conditions and other factors
which may affect an owner's view of the value of the property.

In turn, there are several variables which affect the extent
to which tenants may be displaced by project conversion. A prin-
cipal variable is the capacity of in-place tenants to pay a market
rent. Tenant income eligibility limits, for units developed under
the 5236 and 221(d)(3) programs, are generally higher than the
income eligibility limits in, for example, the $8 prc ram. As a
result, some tenants in these project- may, in fact, be able to
pay a higher rent than they currently pay, and thereby be less vul-
nerable to displacetent as a result of project conversions.

Projects with expiting subsidy contracts will make up a
major part of the preservation problem IN the years .994 -2000. For
the most part these are §8 projects where the 20-year contracts
begin to expire in 1994.

Finally some rumber of projects are in need of capital
grants or low interest rate loans in order to maintain their rental
units in decent, safe and sanitary condition for low and moderate
income households.

3. Need for New Production -- There is a growing need for
additional assisted housing. Problems of an adequate, affordable
housing supply exist across the country and are quite severe in
certain areas. The dramatic problems of the homeless, and the
apparent increase in homelessness, is, at least in part, a manifes-
tation of this fact.

At the same time, some housing markets do have a substantial
vacancy rate, especially at the higher rent levels. This fact
should be taken into account in developing targetted programs for
the construction or rehabilitation of housing for low and moderate
income households. (See Part 1 - Production of Additional
Assisted Housing)

4. Establishing a FrameworkPrinciples a, Objectives --
There are many questions to oe asked, and informaticn needed, in
order to unders and better the dimensions and the complexities o:
these issues. Basic data gathering should be done, and should, as
much as possible, build upon the information base which HUD has
already established. To a c. siderable extent, however, it is

6 4 9
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possible, today, to set forth certain basic principles and strategies
for dealing with the problem of preservation of the assisted housing
stock. In fact, these principles and objectives should be clearly
articulated at the ouset, so as to provide a common framework for
a meaningful discussion of the various stragegies and approaches to
the indicated preservation issues.

The following set of principles and objectives, we believe,
respresents a well-balanced consideration of the concerns of the
various interested parties and of the long-term housing needs of
the low and moderate income households. They call for a clear and
positive re-statement of the national commitment to housing and
suggest appropriate roles for all levels of government, and the
private sector (both profit and nonprofit), in the implementation
of that commitment.

Principles and Objectives
for the Preservation of Ilssisted Housing

o Assuring the availability of decent and affordable
housing for low and moderate income households is
an ongoing responsibilit!( f our nation.

o To achieve this goal, the Federal Government, and
state and local governments, must develop and
implement appropriate policies and programs to
support production of new housing and the
rehabilitaiL, of substandard housing.

o At the same time, the Federal Government has a
responsibility to preserve, to the maximum extent
possible, the existing stock of privately owned
assisted and public housing.

In considering appropriate policies and incentives to address
the problem of preservation of assisted units, the following objec-
tives must be taken into consideration:

- Displacement of tenants who are unable to obtain
or afford decent housing should be avoided;
provision should be made for rental assistance
or suitable replacement ;.nits which are both
decent and affordable.

In order to avoid temporary displacement of tenants,
owners should be required to give prior notice to
the Federal Government (HUD) of their intent to prepay,
and HUD should take immediate action to avoid
displacement.
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- The rights of existing property owners to obtain
a reasonable fair market value from their property
should be maintained.

- To ensure the cost-effective use of our existing
housing resources, rehabilitation and modernization
funds should be made available for those privately
owned assisted and public housing units which are in
poor physical condition.

- When project-based or tenant-based rental assistance
or interest subsidy contracts are expiring, the
Federal Government should provide for the renewal of
such contracts at a level sufficient to maintain
affordable rental units for those low and moderate
income tenants who are unable to afford market rents.

- In the case of public housing, operating subsidies
should be maintained at a level sufficient to ensure
long-term maintenance and operation of the units for
low-income residents.

5. Strategies for the Preservation of Assisted Housing --
Having established a framework of principles and objectives, it is
easier to evaluate various strategies which may be proposed to
preserve the existing cas=k of assisted housing. The following is
a set of broad strategies or approaches which a.e consistent with
tnese principles and objectives and respond to the various facets
of the preservation problem.

(1) Reaffirm a National Commitment to rusinq

o Development of a statement of national
housing policy which will broadly define
and reaffirm the Federal role in providing
for the housing needs of low and moderate
income households. This national housing
policy statement should clearly recognize
the need for housing production, as wen
as addressing other options for helping
low and moderate income households meet
their housing needs. At the same time,
the policy should recognize the benefits
of private and public sector partnerships
to achieve national long-term housing goals.

o State and local governments should be encouraged
to develop housing policy agendas for their
citizens which will support and extend the
Federal housing efforts.
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(2) Protect Tenants from Displacement

o Various measures will be needed to minimize
the level of tenant displacement or provide
alternative housing opportunities w..ich are
both decent and affordable.

o To accomplish these ends, project owners
should be required to give tenants a reasonable
and timely notice of the owner's intent to
prepay a project mortgage, whether or not a
conversion of use is immediately expected to
occur.

c. !n should be responsible for assisting in
the relocation of tenants, where necessary,
including providing relocation and rental
assistance. It may also be appropriate
to expect owners to provide some level of
assistance in the actual physical relocation
of tenants displaced by conversion.

o Project-based rental assistance subsidies
should be authorized and fundee. by Congress
to assist tenants to stay in place whenever
possible.

o Where relocation is required and adequate
housing stock exists in the local market,
tenant-based rental assistance programs may
be an appropriate response. Additional
funding should be authorized by Congress for
this purpose.

(3) Honor Contract Rights Possessed by Project Owners

o Owners should be permitted to prepay their
mortgages without restrictions, other than
reasonable and timely notice to tenants.

o A program of incentives, including tax benefits
and/or direct subsidies, should be developed
to induce owners to retain projects in the
assisted housing inventory in exchdnge for
extended use restrictions. Rey areas for
consideration are:
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- additional rental assistance or capital
improvement subsidies

- expanding the benefits of the low-income
housing tax credit

- forgivencss of capital gains tax

- allowing owners to increase equity
distributions through use of project
cash flow or reserves

Where possible, these incentives should be
generic, so they can be applied to a range
of projects 2eting certain broad criteria
and the neea for project-by-project review
avoided.

(4) Prevent the Physical Deterioration and Loss
of Assisted Housing Units

o Capital improvement grants or low interest
loans should be authorized and funded by
Congress. Projects receiving these benefits
should be subject to extended use restrictions.

o HUD should authorize the use of excess project
reserve funds to meet physical improvement
needs.

o Where necessary to fund needed improvements,
secondary financing should be allowed.

(5) Extend Expiring Subsidy Contracts and Address
o e Need for Additional Rental Assistance or
Operating Subsidies

o Congress should appropriate additional funds
to extend expiring subsidy contracts for at
least an additional 10 years, in exchange
for a comparable extension of use restrictions.

o Unused or recaptured budget authority should
also be used for this purpose.
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I. INTRODUCTION

In response to the invitation from Senators Cranston and
D'Amato, the National Housing Law Project is submitting this
paper suggesting components for a renewed and effective national
housing policy.

The National Housing Law Project was established in 1968 to
serve as a resource on housing issues for attorneys representing
low-income people nationwide. We are funded primarily by the
federal Legal Services Corporation and also by various founda-
tions and California's Interest on Lawyers' Trust Accounts
Program. Our primary responsibility in to work closely with the
lawyers in over 300 different Legal Services programs around the
country who on a daily basis represent poor people with problems
related to housing and community development. During the past
ten years, we have taken on two major additional projects. The
first was our Multifamily Demonstration Program designed to
analyze the management and financial difficulties which HUD
subsidized privately owned projects had begun to encounter in the
mid-1970s. The second was to provide legal representation to
nonprofit housing sponsors who were considering whether to
syndicate their projects. Finally, from time to time, we under-
take special research projects in the housing and community
development area with funding from foundations and other sources.
In the past ten years, those projects, for example, have included
research and publications on the problem of displacement and how
to reduce it, the preservation of single-room occupancy resi-
dential hotels, legal restraints upon public housing authorities'
tenant selection decisions and the rights of poor people to
combat racial discrimination in the housing.

The ideas presented in this paper are derived primarily from
the experience which we have gained over the last 20 years in
carrying out tha activities described above. The most valuable
part of the insights we have gained come from our daily contact
with attorneys who are directly representing poor people living
in both subsidized and unsubsidized housing. That contact
provides extremely valuable knowledge about the way the various
housing programs have operated, in fact, not in theory. At the
same time, we have been able to broaden our perspective beyond
merely the tenants' and homebuyers' interests through our
representation of nonprofit housing sponsors as Leal as our
communications with other housing developers, both public and
private. It is on the basis of this knowledge that we present
the views expressed in this paper.

We address first the question who should be served by
national housing programs. Our view is that Congress correctly
answered that question in 1949. Every family should be entitled
to decent, safe and sanitary housing in a suitable living
environment. There should be universal entitlement to housing
subsidies for everyone who is not able to afford decent housing
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private market. That goal has not yet been achieved and realis-
tically will not be achieved in the immediate future. Thus, as
we move towards its accomplishment, first preference must be
given to those people who have the greatest need, i.e., those
with the lowest incomes, those who encounter the greatest bar-
riers in the private housing market, i.e., victims of racial and
other discrimination, single-parent households and mentally and
physically handicapped individuals, and those who are homeless,
who are threatened with involuntary displacement or who reside
now in substandard housing.

Sec 'd, there is the question of how much should residents
pay for eir housing. On that point, any sound housing program
must inc4ude sufficient subsidies to ensure ttiat the residents
pay no more than they are realistically able to pay. Ideally,
that would be only the money, if any, remaining for housing after
the family has met all its other needs. lf, on the other hand,
the residents' payments are to be set as a portion of their
incomes, the percentage payable must be lower than the current
30 -pe :cent standard. The percentage must be fair when compared
to the portion of income paid for housing by higher-income fait -
lies and should be lower for the lowest- income families. There
must also be adjustments to the income which will sufficiently
reflect the particular family's true financial circumstances.

After addressing the questions who should be served and how
much they should pay, our next focus is on the use of already
existing rental housing which is owned by private landlords.
There are strong reasons to use the existing rental housing
market as a source of some of the subsidized housing for poor
people, primarily because of the speed with which that housing
can be made available. However, certain myths about relying upon
the existing private housing market must be exposed for what they
are. First, it is not cheaper to utilize housing on the existing
rental market, at least not in the long term. Second, abuses by
the owners and managers of rental housing, such as racial dis-
crimination and inadequate maintenance, are more pervasive on the
private market than with public or privately owned subsidized
projects. Third, in practice, even if not in theory, use of the
existing private rental housing market has not significantly
widened the choice of neighborhoods in which poor people can
reside. Thus, although some federal resources should be directed
toward programs which utilize the private market, the balance
must be shifted much more heavily in the future than it has in
the past ten years to programs involving project-based housing
subsidies.

That raises the next question, i.e., who should develop, own
and manage ouch projects. Despite aiiEhe myths to the contrary,
conventional public housing is still the most successful housing
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program for poor people ever undertaken by this country. It must
be a central component of any future housing policy. Similarly,
nonprofit housing sponsors must be recognized, along with the
local housing authorities, as those with the most significant
roles to play in future housing programs. Third, regardless of
the form of ownership, fairness dictates that there be an increase
in the role of tenant management corporations. Finally, much
greater cauticn than has ever been exhibited in the past must be
used in designing any housing programs which utilize for-profit,
private ownership.

Next the focus shifts to the structure of the subsidies.
The subsidies must be sufficient to ensure that the residents pay
only what they can afford, not arbitrary minimum rents or pay-
ments unrelated to their indiv:dual financial circumstances.
Subsidies designed only to redo.:: interest payments or cover
capital cost, without considering erating expenses, must be
replaced with deep subsidies for past programs and must be
avoided in designing any new programs. For certain reasons,
prima.ily related to the federal budgetary process, it might be
desirable to separate capital subsidie.. from operating subsidies.
However, if that is done, special care must be taken to ensure
that no units are subsidized on a capital basis only and, thus,
remain unavailable to poor people at costs they can afford.
Finaily, indirect, income tax-based subsidies must be abandoned
b2cause they are both inadequate and ineffective. Similarly,
Congress must accelerate the trend to substitute capital grants
for long-term financing as is now being done with the public
housing program.

The following question is how long should the government be
committed to subsidize any particular project. The commitment
from the government should be to subsidize the project as long as
it is needed and it meets the need effectively. The problem of
expiring federal government commitments to particula: housing
projects began to emerge in the late 1970s when some of the
original 40-year annual contributions contracts expi-ed. Sou-.
thereafter, the Farmers Home Administration's approp_ tions for
five-year rural rent supplement contracts began to exr-re. Now
we are entering the era in which the 20-, 15- and 5-yea appropri-
ations for the Section 8 and Voucher Programs will begin to
expire. From this experience, there arises the need to ensure
not only that those commitments will be renewed, but also that
their renewal will not be counted against the efforts to expand
the number of individuals benefiting from housing subsidies until
all who are in nead are served.

An analogous question is how long should an owner of a
subsidized housing project be committed to use it for low-income
people. As with the government, the landlord's commitment should
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be to use a rroject as subsidized housing as long as there is a
need and the project can effectively meet that need. The atten-
tion which has recently been focused upon the expiring commit-
ments made by private landlords in the various FmHA and HUD .

subsidized housing programs demonstrates both the need to extend
the commitments of tnose :andlords and to design new programs to
avoid those problems in Late future.

The final two questions are interrelated. The first focuses
upon the rights of the tenants and homebuyers. Nearly every time
Congress has created a new housing program in the last 25 years,
program beneficiaries have had to spend the following five years
establishing and clarifying what their rights are. Examples
include the right not to be evicted without cause, the right to
notice and a fair opportunity to object when subsidies are
terminated and the right to be fairly treated in the tenant
selection process. If new housing programs are to be created, it
will be extremely important for Congress to make it clear at the
time of their creation that the beneficiaries of the programs
have specific rights to be treated fairly on all these matters.

The related question is which agencies and which private
parties should have the responsibility and the power to enforce
the rights of the program beneficiaries. In this regard, it is
:xessary to confer implementation and enforcement power upon

agencies which have housing expertise and knowledge, such as HU;
and the Farmers Home Administration, and not the Internal Revenue
Service, Second, it is important to provide the housing agencies,
federal and state and local, with adequate resources to effec-
tively monitor and enforce the obligations of participating land-
lords. Most important, program beneficiaries must be authorized
to take private enforcement action both in the courts and at the
administrative agencies, when the federal rules have been vio-
lated and their int.rest adversely affected.

II. WHO SHOULD HE SERVED?

Federal housing policy should seek to serve all individuals
who cannot afford decent housing on their own on the private
market. Housing ought to be an entitlement program, like food
stamps or Medicaid, available to all who need it, because decent
housing often determines a family's access to education, employ-
ment, and a healthy daily living environment.

If the federal government is unwilling to assign housing the
priority deserves and refuses to serve all the needy, then any
more mode. efforts must be directed toward housing the neediest
end poorest people first. Existing housing policy does precisely
the opposite. Off-budget tax subsidies for homeownership predomi-
nately benefit middle- and upper-income taxpayers, dwarfing the



direct budget outlays for low-income housing. furthermore,
presently those few resources that are devoted to low-income
housing have not been properly targeted toward serving the
poorest people first. Rather, in the past, eligibility for the
federal programs has usually been set at 80 percent of area
median income. That income limit permits public housing authori-
ties (PHAs) and private landlords to select applicants who are
considerably better off financially than many of the needier
people who also seeking assistance, even though they may still be
unable to obtain affordable decent housing on the private market.
Recognizing this, Congress, in 1981, enacted Section 16 of the
United States Housing Act, reserving specified percentages of
federal housing units for needier families, i.e., those "very
low-income" families with incomes below 50 percent of area
median. (This "very low-income" standard still far exceeds the
poverty level in most areas.) Congress relented somewhat from
this commitment in 1983 when it reduced the percentage reserved
for very low - Income families, thus permitting more units to house
families with higher incomes. Thus, it is not uncommon for
fami.Lies with extremely low incomes to languish interminably on
waiting lists whilu families with higher incomes get served
first.

Until the federal housing programs reach an entitlement
status, those most in need should be served first. This could be
accomplished by setting a low .eligibility threshold, such as 30
percent of area median income. Alternatively, eligibility could
be established even lower, at families with incomes at the AFDC,
SSI or food stamp levels. Applicants who fit this definition
should be selected first-come, first-served, with no preference
given for higher incomes within the eligibility limits. Even
though it might seem more attractive to help those with the
lowest income first, introducing that kind of priority system
would be administratively difficult and would violate traditional
notions of fairness. On balance, it would be better housing
policy to establish the income eligibility threshold low enough
to include those most in need and provide assistance to appli-
cants in chronological order without further attempts at
preferences.

Aside from income t;onsiderations, housing policy must also
serve those whose needs are not as easily met by the private
market. If housing is an entitlement program, then special
consideration for those eligible who also face discrimination
becomas less nc,:essary. However, until then, special considera-
tion should be made for groups that have special housing needs,
such as families with minor children, disabled or handicapped
individuals, elderly people, non-white families, single-parent
families, displaced or homeless people. Because the private
market will often not adeq-:tely house these people, federal
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rolic:f must rely primarily on project-based subsidies to provide
Their housing. To the extent possible, housing for these groups
should be integrated with that made available to other eligible
families.

III. HOW MUCH SHOULD THE RESIDENTS PAY?

Housing policy should set charges for low-income residents,
who are by definition unable to afford housing on the private
market, on the basis of their ability to pay. Ideally, this
should be a standard developed based upon each family's particu-
lar circumstances, seeking to charge for housing w-atever is left
after other necessary and legitimate expenses have been m,,t.
Alternatively, rents should be charged as a specific percentage
of adjusted income. This percentage should be similar to that
which other income groups pay for their housing (certainly less
than 30 percent) and the adjustments to the income base should
provide allowances for certain basic :living expenses such as
medical expenses and childcare.

Past experience has conclusively demonstrated that poor
people cannot afford the full cost of providing decent housing.
Even assuming a conserv,..tive $40,000 PUM capital cost, 10-percent
interest rate, and $200 PUM operating costs, the break-even rent
level would be $550 per month, "affordable" only to a family with
an annual income of $22,000. A federal housing subsiay system is
essential to provide housing for very low-income people.

Furthermore, experience under the Section 221(d)(3) BMIR and
Section 236 programs has demonstrate. that shallow subsidies
cannot provide affordable housing for the poor. Poor people
cannot realistically be charged a "basic rent," one whi,:h covers
the capital and operating costs for the project, reflecting only
a shall-w federal subsidy to cover interest on the capital costs.
A rent established at this amount will inevitably result in the
neediest people paying more than half of their income for rent,
leav,ing little fQr other necessities of life, producing nonpayment-
of-rent problems and increased mortgage defaults. Finally,
experience has also demonstrated that even if the capital costs
are fully paid, poor people cannot afford even the operating
costs for their units, usually around $200 per unit per month.
In recognition of this, Congress in 1969 shifted the public
housing program from an operating cost rent system to a rent
system based upon ability tD pay. This type of rent system is
essential for a siousing policy to serve the very low-income.

This rent must cover not just the physical housing struc-
ture, but also must cover other essential housing services such
as maintenance, management, replacement reserves, and a reason-
able guantic.y of utilities to provide a safe and healthful living
environment. If residents pay for their own utilities directly,
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a reasonable utility allowance must be provided. Over the past
decade, HUD has deliberately tried to subvert the percentage -c "-
income system by short-changing tenants on adequate utilitl;
allowances. The utility allowance must ensure that only t-,se
whose usage is truly wasteful are surcharged.

In a system based on need, it is illogical to simultaneously
Charge tenants a min4mum rent that is unrelr'ed to income or
ability to pay, yet that is precisely what the current public
housing and Section 8 statute does in charging a minimum of 10
percent of gross income.

Only through a payment system based on need -- one which
provides subsidies for the difference between what residents can
afford and what it costs to provide decent housing -- can housing
be made truly affordable and decent.

IV. WHAT USE SHOULD BE MADE OF EXISTING RENTAL
HOUSING OWNED BY PRIVATE LANDLORDS?

The efforts of the federal government to provide nousing for
poor people focused initially upon ownership by public entities
of buildings specifically constructed and subsidized to house
people with lower incomes. Subsequently the effort expanded, in
1!...9 with the Section 202 Program and in 1961 with the Section

1d)(3) BMIR Program, to privately owned projects which were
.._ill developed specifically as subsidized housing. That effort
to tie the subsidies to specific projects continued on with the
Rent Supplement Program, added in 1965, the Section 236 Program,
added in 1968 and certain portions of the Section 8 Prograi,
created in 1974.

At present, with the exception of a very limited number of
units under the Section 202 Program, the Section 8 Moderate
Rehabilitation Pro4ran, the conventional public housing program
and FmHA's Section 515 Program, the federal government aas
abandoned its efforts to make housing available to poor people by
subsidizing specifi.; projects. Instead, to the extent that there
is any activity on the federal level, the emphasis now, is upon
portable subsidy prog..ams, such as the Section 8 Certificate
Program and the Voucher Program which rely upon the private
owners of already existing rental housing to house low-income
people. There are certain advantages with programs of this
nature. In contrast with new construction progr...s, it is
possible to make the federally appropriated housing subsidies
available to fam'lies who need them much more quickly, i.e.,
within one year of their appropriation instead of the three- to
four-year pipeline for the other programs. The private housing
market programs runs into mtch less neighborhood opposition than
a program such as Section 8 New Construction. There is sufficient
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anonymity preserved for the tenants participating in the Section
8 Existing Housing or Voucher Programs to eliminate most of the
stigma which may be attached to participants of some of the other
project-based subsidized housing programs. Nonetheless, in
deciding what use should be made of the existing rental housing
market and how to balance that use against project-based subsi-
dies, certain realities must be recognized and '&yths dispelled.

Notwithstanding the political rhetoric to the contrary, it
is not cheaper over the long run to rely upon the existing
private housing market to provide subsidized housing for poor
people. It is true that in the Zitst year the amount of subsidy
spent per family under either the Voucher or the Section 8
Existing Housing Program is less than the amount spent in the
firs' year of a conventional public housing project or a Section
8 New Construction Project. However, that savings does not last
for long and vanishes surprisingly quickly. For example, wee
encountered a situation in California where the rents for a
six-year-old Section 8 New Construction project turned out to be
less than the fair market rent under the Section 8 Existing
Housing Program. The same phenomenon is occurring with Section 8
Additional Assistance projects in which the rents allowed by HUD
are less than the Section 8 Existing fair market rents for the
area. Even the 1981-82 President's Commission on Housing found
that the cost of the average public housing unit including
operating subsidies was less than the cost for any other program.

The reason this occurs is that the rents being demanded by
landlords on the private market reflect both the maxinum that the
market will bear and a return on the owner's equity measured in
terms of the current value of the property, not the original
investment. In uontr"st, under many of the project-based subsidy
programs, the owners are entitled to charge only sufficient rent
to cover their financing and operating Josts, with a fair return,
if any, on their original investment, not the current value of
their properties. Even in times of moderate inflation of real
estate values, the cost of subsidizing housing on the existing
private market c:hickly outpaces the cost of subsiedzing housing
in which the rents are controlled and the return to the owner, if
any, is mew.ared in terms of original investment.

It is also necessary to recognize that the private rental
housing market is not paradise. More importantly, there a':e
fewer angels and more devils among private landlords than there
are among the owners and managers of conventional public housing
projects, nonprofit Icosing projects and even privately owled
subsidized housing :rojects. Thus, discrimination on the grounds
of race and ethnic backgrounds still pervades most of the private
residential housing markets in this country. Sirgle-parent

66go
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households, families with children, large families and ?hysically
and mentally handicapped individuals also regularly encounter
discriminatory treatment in the private housing market. Inade-
quate maintenance, at least in the segment of the market which
serves poor people, is the norm, not the exception. As our
experience with the Section 8 Existing Housing Program demon-
strates, private landlords are all too often ready to gouge the
low-income tenants by extracting additional charges under the
table because they know that the tenants will pay more titan 30
percent of their adjusted incomes. The early returns on the
Voucher Program indicate that such gouging by the landlords will
be even worse with that program.

The significance of these realities about the private
low-income rental housing market is: (1) that certain families
will not be served, because of the discrimination they encounter;
(2) that certain families will be housed only in substandard,
poorly maintained housing because the private landlords will be
able to get away with it; and (3) that certain families will be
charged much mere than they should have to pay, again because the
landlords will be able to get away with doing so. It is, thus,
very important not to put all the resources into programs which
rely upon the existing private housing market because too many
individuals will not be served and too maay more will be abused.

Another myth about the existing housing market programs is
that they provide the participants a wider choice of the
neighborhoods in which to live. Theoretically, it would seem
that a certificate or voucher program would expand that
individual's opportunity to live in more desirable neighborhoods.
However, in practice, that has not proven to be the case, for a
number of reasons. First, because of the heavy pressures to
reduce costs as low as possible, in most cities the fair market
rents for Section 8 Existing Housing ,re so low that only housing
in the poor neighborhoods qualifies. Second, with the Voucher
Program, the tenants could :rove to more expensive neighborhoods
because they are not limited by the fair market rent caps.
However, to do so, they have to ray significantly more of their
own incomes for housing than 30 percent. Even where the fair
market ret:3 are not a problem, program participants still
encounter strong resistance from private landlords who own
higher-rent buildings in better neighborhoods. Finally, because
of the structure of both the Section 8 Existing Housing Program
and the Voucher Program, any local government which does not wish
to have Section 8 Existing Housing Certificate holders or
Vouchers participants living within its jurisdiction has the
power tc keep them out. Both programs 1,1y upon local housing
authorities for administration. Few housing authorities have the
power to operate in towns and cities which do not consent to
their presence. Thus, in reality, programs which rely upon the
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existing housing market do not significantly alter the choices of
neighborhood which are available to the program beneficiaries.

In the debate between project-based subsidy programs and
private housing market programs, much attention has been given to
the housing markets in which the supply of housing is so tight
that a project-based, new construction or substantial
rehabilitation -type program is necessary. We recognize, and
indeed strongly advocate, that project-based programs be utilized
in such tight housing markets. However, those are not the only
situations in which it is necessary to provide an alternative to
portable subsidy programs. When one dispels the myths about the
great( choices and the lesser cost of the existing private
market programs and considers the abuses Which exist in the
private rental hodsing market, one should see quickly that
alternative project-based programs must be made available every-
where. The trend since 1979, away from the project-based pro-
grams, must now be reversed and a more adequate balance be
struck.

At this state one cannot avoid commenting upon the debate
which has raged since 1981 abort the value of vouchers versus
Section 8 Existing Housing CerC.f:i.cates. The vouchers now being
offered under the demonstration program are sufficiently far from
the original notion proposed in 1981, that the debate has in some
ways htsome more about terminology than substance. However,
there remain three important differences between the. Voucher
Program end the Section 8 Existing Housing Program which must be
recognized. First, because landlords under the Voucher Program
will be entitled to charge whatever they wish and tenants are
provided no protections against gouging, there is no doubt that
Voucher participants will pay more for theSr housing than partici-
pants in the Section 8 Existing Housing Program. They will be
paying more not because the housing is better, but because the
landlords are allowed to charge more. Second, under the Voucher
Program, the housing authorities are not allowed to increase the
subsidies annually to offset increased rents charged ba the
landlords as they are under the Section 8 Existing Housing
Program. Instead, they can make such increases at most only
twice in five years. That, again, makes the Voucher Program less
desirable than the Section 8 Existing Housing Program. Finally,
the commitment by the government to the Voucher Program is only
for five years instead of fifteen years as, at least in the past,
it has been for the Section 8 Existing Housing Progrrs. For
these reasons, there remain significant reasons to prefer the
Section 8 Existing Housing Program to the Voucher Program in any
future housing policy.

6I 5
1 !
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V. WHAT TYPES OF ENTITIES SHOULD DEVELQ, OWN AND MANAGE
PROJECT-BASED SUBeTDIZED HOUSING?

The discussion above demonstrates that it is crucial for the
federal government to dedicate a much larger portion of its
housing subsidies to project-based subsidy programs for low-
income people. The next question is which entities -- public
housing authorities, nonprofit housing sponsors, tenant manage-
ment and ownership corporations, or for-profit private landlords
-- should develop, own and manage such housing. Conventional
public housing, -vned by public housing authorities, should be
the cornerstone of the federal efforts. Much more emphasis than
in the past should be placed upon the nonprofit housing sponsor
sector. There is room with both of these types of ownership
Latities for tenant management and tenant ownership programs if
they are carefully designed and adequately funded. Finally, the
for-profit privaf landlords should be given a much smaller share
than they have en in the past.

A. Public Housing Authorities

There are several reasons why conventional public housing
deserves a greater emphasis than it is currently receiving. Tine:

conventional public housing program is the housing program which
does the best job in housing poor people. It is the largest of
the various project-based housing subsidy programs, with approxi-
mately 1.3 million units now under management. When surveyed,
tIlo majority of public hous: 4 residents have indicated their
satisfaction with their housing. The long waiting lists for
public housing demonstrate its desirability. More than any of
the other programs, public housing serves people with the lowest
ir...omes and the people who encounter the most severe problems of
dis..rimination on the private market. The vast majority of the
public housing projects do not conform to the negative, media
stereotype of old high-rise projects which are poorly maintained
and virtually uninhabitable. Instead, they are low-rise, garden-
style or single-family homes in projects which average less than
100 units per project and are less than 25 years old. We cannot
ignore the success this program in deciding how to direct
future housing efforts.

The conventional public housing program is also the least
costly of the various attempts to provide housing for poor
people. Because the projects are owned and managed by public
entities, there is no need to build in a return on equity for the
owners or a profit component for the development and management
activities. More importantly, over time, the revenue demanded
for the housing does not escalate as rapidly as with private
housing because the rents charged are not set by supply and
demand and do not have to Leflect an inflated return upon the



current value of the property. Because the public housing
projects are be dedicated as low-income housing forever, there is
no need to compensate the owners of the property over and over
again for its use as there is is the private sector. In deciding
how to direct future federal efforts, we must recognize what the
President's Housing Commission r^cognized in 1982, namely, that
public housing is the cheapest wa4 to provide housing for poor
people.

Because the individuals who develop, own and manage conven-
tional ublic housing are government officials, they are more
accountable to the public and to the tenants than private land-
lords. This increased accountability arises both for legal and
practical reasons. The public housing authorities are wore
clearly subject to constitutional limitations which are designed
to protect the interests of the tenants and the public. Legis-
lative bodies, including Congress, are more willing to impose
restrictions upon public officials than upon private landlords.
This propensity shows up particularly strongly in those situa-
tions where the passage of time requires the development of new
laws to regulate landlords participating in the federal housing
programs. The Congress and the federal agencies are much more
willing to impose those changes upon public entities such es
housing authorities than upon private landlords already partici-
pating in the subsidy programs. On a practical level, public
housing officials are more accountable because of society's
greater willingness to scrutinize the actions of public offi-
cials, the willingness of local government entities to intervene
and the responsiveness of public officials to the interests of
tenants and the public, instead of narrower financial interests.

This difference in accountability shows up most dramatically
in the characterintics of the tenants who are housed in the
public housing program. The income levels of public housing
tenants tend to be at the lowest of all the federal programs. In
part, that is because the poorest people encounter much less
discrimination in the public housing tenant selection process.
Public housing e'thorities also generally serve a much larger
portion of black and other nonwhite tenants than is true with the
subsidized private landlords. Again, that is a product of less
discriminatory attitudes or the part of public housing officials
than those who own and manage private, subsidized projects. Even
in the treatment of tenants, there is less arbitrary and capri-
cious conduct demonstrated ay the public housing officials than
by the owners of the privately suasidized projects. For these
reasons, conventional public housing must be restored to its
central role in the federal policies for housing low-income
people.
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A related point is that, if a new program is created as a
supplement to the conventional public housing program, public
housing, authorities should be given the opportunity to partici-
pate in that program as much as nonprofits. Thus, for example,
if Congress were to create a capital grant program for housing
development or acquisition, with an attached operating subsidy
component, public housing authorities should be authorized along
with others to par'icipate, even though the program is not
labeled conventional public housing. Certainly PHA's experience
with FmHA's program and some of the state programs demonstrates
that they can successfully operate more than conventional public
housing.

13. Nonprofits

For many of the same reasons, nonprofit housing sponsors
should be given a much greater role to play in the development,
ownership and management of federally subsidized housing projects
than they previously have been given. The cost of providing
-housing through nonprofits is less. As with the public housing,
there is no need to factor in a return on equity, much less a
return on the inflated equity as occurs with the private for-
profit projects. There are also fewer hidden costs in the
management and operation of nonprofit projects. One of the
significant problems with for-profit subsidized projects is that
the owners often establish companies for management and the
provision of services, equipment and supplies. Those related
entities in turn charge the project inflated prices that become
the basis for future rent increases. Practices like that show up
much less with nonprofit projects. As with public projects,
there is also less need to be concerned about the costs of
retaining the project for housing use over the long term and
having to pay for that use time and time again. Nonetheless, the
experien 1 with the loss of nonprofit Section 221(d)(3) and
Section 2.6 projects when they were sold to for-profit owners in
the late 1970s and early 1980s demonstrates the care that must ba
given to ensuring that projects developed by nonprofits stay in
nonprofit ownership over the long term.

Over the years we have encouatered less problems from the
nonprofit sector than from the for-profit sector in the manner in
which tenants are treated. On issues such as tenant selection,
fair teases, grievance procedures, and evictions, we have found
that the nonprofits are more likely to treat the applicants and
tenants fairly than the for-profits. That is a product primarily
of the respoileiveness of the nonprofit sector to the interests of
th_ tenants end their greater accountability tc the tenants.

6 68Th681
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We also believe that the nonprofit sectors have sufficient
capacity to play a much more significant role. In the past, that
capacity has, of course, been demonstrated most effectively with
the elderly housing programs, such as the Section 202 Program.
But they are still significantly ..nvolved in the other private
project-based subsidy programs, such as Section 236, Section 515
and, to some extent, with the Section 8 Program. We recognize
that there was some negative experience with nonprofits under the
Section 236 and Section 221(d)(3) BMIR Pr -ram, but we believe
that most of that negative experience wa traceable to the
inadequacy of the subsidies designed for t! use programs.

C. Tenant Management Corporations and Tenant Ownership

Beyond the economic benefits, one of the reasons that
ownership of one's home is so much a part of the American dream
is that ownership gives the family so much more control of their
living environment. Fairness dictates that tenants who live in
subsidized housing also be accorded as much control over their
homes as is possible. For that reason alone, tenant management
corroratiors and some tenant ownership schemes should be empha-
sized much more in the federal housing programs than they have
beer, to date. Beyond fairness, tenant ownership and management
corporations can succeed because the tenants are most affected by
day-to-day management decisions and, thus, have the strongest
interest in ensuring that those decisions are correctly made and
fully carried out. Because th' tenant managers are not outsiders
and are less likely to be vie..ed as such, they also have an
advantage in controlling negative activities of some tenants and
promoting positive contributions from all tenants.

Any tenant management or ownership scheme, however, has to
be adequately subsidized. There must be sufficient money to
adequately rehabilitate and maintain the buildings. The subsi-
dies must be deep enough to keep the rent or homeownership
payments at levels which are affordable by poor people. There
must be protections against exclusion of those with the lowest
incomes from a tenant-managed or a tenant-owned projects. Those
who have responsibilities for management and ownership must also
be adequately trained to perform their functions. As with any
other landlord- tenant relationship, there is still a need for
protections for the residents, including nondiscrimination
requirements, grievance procedures for management-resident
disputes and procedural and substantive protections regarding
evictions. The units must be restztcted to low-income use in
perpetuity.

D. For-Profit Ownership

Many of the reasons for favoring public and nonprofit
ownership demonstrate why for-profit landlords should be given a
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much smaller role in future federal housing efforts. Using
for-profit landlords is a more expensive proposition, in part
because of the need to allow for the profit motive up front, but
most significantly, for the long-term cost of having to replace
subsidized units which are removed from the market by their
private profit-motivated owners. Private owners and managers are
also less accountable to the public and to the tenants than the
nonprofit owners and public officials. In the past, the private
for-profit programs have, unfortunately, structured the returns
for the developers and owners in a fashion which emphasizes their
short-term interest and sacrifices the long-term public and
tenant interest in well-built and well-maintained %ousing. A
major part of the problem has been the reliance upon the tax code
as a mechanism for producing additional returns to the developers
and syndicators very early in the life of the project, thereby
lessening th,..ir need to build high-quality projects and maintain
them well. For these reasons, and others as well, it is better
to put a much higher priority upon the role of PHAs and nonprofit
sponsors than private developers.

If any role is to be retained for for-profit private devel-
opers and owners, much greater care must be taken in designing
the owners' responsibilities and the limits upon their rights.
Most obvious ...he need to ensure that any privately subsidized
project is dedicated to providing subsidized housing in
perpetuity. That will guard against the repetition of the
critical loss of units problem we are facing today. Second, the
return to the private owners must be designed to ensure that
their long-term financial interest is also consistent with
high-quality construction and long-term maintenance of the
housing. Again, because they are less accountable, it is
necessary to develop stronger enforcement mechanisms on issues
such as tenant selection, arbitrary treatment of residents,
grieve.ace procedures and evictions. Finally, if "le federal
government will have less resources primarily because of the huge
federal deficit, there is less need to involve private for-profit
landlords. The PHAs and nonprofits may very well have the
capacity to do whatever the federal government has the capacity
to fund.

VI. HOW SHOULD THE SUBSIDIES BE STRUCTURED?

A. Full, Not Limited, Subsidies

The most Important lesson we have learned from the history
of the federal housing programs is that the subsidies provided
must fully cover the gap between the cost of housing and the
amount the residents can afford to pay. The original public
housing subsidy was structured to cover only the capital cost of
development. As a result, the put.ic housing program began to
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run into financial difficulties in thz 1960s when the rents the
tenants could afford could not keep pace with the cost of operat-
ing the projects. Similarly, much of the financial difficulty
encountered by Section 221(d)(3) EMIR and Section 236 projects in
the 1960s and the early 1970s can le traced to the inadequate
subsidies which covered only a portion of the financing costs,
not even the complete capital costs. These mistakes are being
made again in the 1980s with programs like Rental Rehabilitation,
Housing Development Action Grants, HUD's Public :;using Homeown-
ership Demonstration and the new tax credit vhich provide only
limited subsidies and place upon the residents the burden of
coming up with the rest of the money.

When limited subsidies are provided, a number of adverse
consequences occur. First, a large portion of the housing never
serves poor people. Instead, poor people never chose to move in
or owners deliberately choose to exclude them because they cannot
afford the minimum rents which are necessary, given the limited
subsidies. 'Second, in those projects which do rent to poor
people, the poor tenants are forced to pay exorbitant portions of
their incomes for rent. Third, many of the projects run into
financial difficulties, mortgage defaults and poor maintenance
and management because the rents that can be collected and the
limited subsidies are not sufficient to operate the projects
well. For these reasons any new federal housing efforts must
include a deep enough subsidy to both serve poor people and avoid
mortgage defaults and poor maintenance.

From time to time suggestions are made for splitting the
subsidies into two parts. The first would be capital subsidies
designed to promote the construction, rehabilitation or acquisi-
tion of housing, zometimes with low-income people mind. The
second would be operating subsidies, usually tenan based, which
are designed to reduce the cost to the tenant down to an afford-
able level. One major incentive for such suggestions is the
difficulty encountered near the end of the Section 8 New Con-
struction Program in convincing anyone to make the long-term
commitment to what appeared to be very high per unit per month
subsidies. Analogies are also drawn to earlier programs in which
similar splits were made, e.g., the public housing program which
has both its capital subsidies and its operating subs$dies, and
the use of Rent Supplements in a portion of the Section 23E
projects in order to make those units more affordable.

With one limitation which is discussed beltitt, there are good
reasons to split the subsidies. They primarily relate to the
feders: government's budgetary process. If, as is suggested
below, the capital costs are covered by grants instead of long-
term subsidized financing, the budget authority charged to the
housing accounts for those capital grants would be lens than the
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the budget authority necessary for subsidizing a comparable
amourt of long-term financing. There would be no need to account
for the interest portion of that subsidy because no interest
would be paid out of the housing account. Second, the operating
subsidy could be for a shorter term than it was under the Sec-
tion 8 programs, because without long-term financing, there is
less need for a long-term guaranteed subsidy stream. If the
operating subsidy were structured for a shorter term, then the
budget authority accompanying that subsidy would also be much
less. For these reasons, it may make sense to structure the
subsidies as two parts rather than as a single subsidy as was
done under the Section 8 Program.

Nonetheless, it is vitally important not to separate the
subsidies so much that any particular project could end up with a
capital subsidy but not an operating subsidy. That split is
occurring with the HODAG Program and the Rental Rehabilitation
Program. It produces the same unfortunate consequences as the
earlier programs, like the Section 2:6 Program which involved
only limited subsidies. Those consequences are that the federal
money is invested in the development or rehabilitation of a
particular project allegedly for low-income pec.,1e, but in the
end, because the subsidies are too limited, only moderate and
middle-income people get to reside in the buildings. Thus, if
any scheme is developed to subdivide the federal subsidies into
two compoAcnt parts, one for capital and one for operating cots,
they must always be linked together in the same projects. In
addition, the owners must still be obliged to serve poor people
for as long as the housing is needed and their projects an
effectively meet the need. An obligation must be imposed upon
them to accept tenant-based operating subsidies on behalf of all
the tenants in their buildings for as long as the federal govern-
ment or state or local governments make such subsidies available.

B. Capital Grants Instead of Long-Term Financing

It is also important to shift now from a system of subsidiz-
ing long-term financing to one of capital grants. Historically,
the housing programs have focused upon long-term financing, not
capital grants. The original conventional public housing scheme
was for local housing authorities to issue long-term, usually
40-year, bonds, with the federal government agreeing to annually
contribute whatever money the housing authority needed to make
the premium payments on the bonds. That scheme spread the cosNx
out over a long period of time instead of loading them all up in
the first year or two. When the federal government began to s ye
into private sector programs, with the Section 202 Program in
1959 and the Section 221(d)(3) BMIR Program in 1961, the tendency
was still to use long-term financing, albeit direct or quasi-
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direct loans, in order to spread costs over a longer period of
time. In 1968, when the budgetary impact of these direct and
quasi-direct loans began to make first year costs of the subsi-
dized housing programs appear monumental, the Congress shifted to
the interest reduction payments scheme of the Section 236
Program.

In the public housing program, there has recently been a
shift to a capital grant approach. The seeds for that approach
began in the mid 1970s when housing authorities stopped issuing
long-term bonds and BUD began financing the development and
modernization of public housing with short-term Treasury notes
which provided funds for HUD to lend to the housing authorities.
When changes in the Income Tax Act in the 1980s left the tax-free
quality of those notes in question, HUD and eventually Congress
began to shift to a capital grant approach under which appropri-
ated funds are granted by HUD to housing authorities for moderni-
zation and development. -

In the long run a capital grant approach is less costly than
a long-term financing approach, at least to the housing accounts.
With the capital grant approach, there is no interest cost to be
subsidized out of the housing appropriations. For example, in
the past, nearly half of the budget authority authorized for
public housing modernization went to cover interest costs on
20-year financing, not the capital cost of the modernization
improvements. The same is true with long-term financing for
development or acquisition. As long as this nation remains in
debt, it is theoretically true that making capital grants for
housing programs does create an interest cost for the federal
government. That interest is paid by the United States Treasury
on monies borrowed to make the grants or federal debt not paid
because the grants are made. However, the housing programs do
not get cha:ged for that interest in the accounting, just as the
CDBG Program does not get charged for the interest from the
federal debt that results because block grants are made to the
local governments.

A long-term financing scheme creates other costs beyond
interest as well. These costs are primarily associated with the
role of the various middlemen who raise and provide the financing
-- the bankers, the mortgage brokers, the lawyers, the secondary
market people, the securities brokers and the mortgage insurers.
The costs are not only merely the cost of providing income to
those individuals, but also the cost of accommodating their
interests, which often conflict with those of the public and the
residents of the housing. For example, in part the loss of
privately subsidized units problem we are encountering today
arises from the activities of mortgage lenders acqu;:ing mort-
gages or subsidized projects with the intent of encouraging
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or at least taking advantage of the prepayment of those mortgages
by the subsidized private landlords.

In terms of the federal budget process as well, there is an
advantage in using capital grants. Ever since 1974, when the
Budget and Impoundment Control Act was adopted, the long-term
costs of all commitments authorized by appropriations acts must
be expressed as budget authority. With that requirement there is
less of an advantage to use long-term financing because the cost
of that financing must still be declared up front at the time of
the appropriation as budget authority. Indeed, the opposite is
the case. With long-term subsidized financing, the budget
authority must cover both principa' and interest, but with
capital grants, the budget authority covers only the actual cost
of development or rehabilitation. In addition, since capital
grants avoid the necessity of a guaranteed long-term stream of
subsidized rental income, the budget authority for subsidies to
cover the operating costs need not be run out over as many years.

If the federal housing programs shift to a scheme of capital
grants, however, it will be necessary to guarantee long-term use
of the projects built with the grants for low-income housing. In
the past, unfortunately, the use restrictions have tended to be
structured as part of the long-term financing and as being
coterminus with that financing. There is no reason, legal or
otherwise, which would prevent .ne imposition of long-term use
restrictions even though long-term financing is not provided.
With the new public housing grants there is still language
committing the housing authorities to use the projects for
low-income housing even though they are not receiving annual
contribrtIons for capital costs. It is important, however, that
the rest,4=tions be imposed and that they extend as long as there
is a need for the projects and the projects can meet the needs
effectively. In addition, a repayment obligation should be
imposed so that the inflated value created by the original grants
will come back to the federal government should the property
later be used for other purposes.

C. Avoid Limited Capital Subsidies

The discussion above indicates the undesirability of subsi-
dies that are limited to capital costs or only a portion of the
capital costs. Low-interest direct loans, the interest reduc-
tion payment schemes and tax-exempt bonds are examples of such
past and present subsidies. The federal government must recog-
nize that such schemes, by themselves, do not provide housing
that is affordable by poor people. Because of the greater
sophistication in the federal budgetary process, we have to view
it as one large pie. Monies which are spent (or not collected)
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because of these limited capital cost subsidy schemes must be
view..d as monies which are not available for subsidizing the
hou-ing costs of truly poor people. Revenue which is dedicated
to a Housing Development Action Grant or which is lost because a
bond is tax-exempt is revenue that is not available to subsidize
the housing cost of low-income people.

The only way to avoid such diversion of scarce resources
from those who are most in need would be to irrevocably link the
limited capital cost subsidies to programs which provide the full
subsidies needed to make housing affordable. For example,
tax-exempt bonds or Housing Development Action Grants could be
limited to projects which not only accept but also are guaranteed
tenant based operating subsidies, such as Vouchers or Section 8
Certificates, which are necessary to make such housing affordable
by poor people.

D. Replace Tax Shelter Subsidies

The limited cost subsidy programs which have been the least
effective and most troublesome in the past are those linked to
the Income Tax Code. The tax shelter subsidy schemes fail almost
every test of a sound housing program. The developers and
syndicators' returns are paid very early in the life of the
building. Their interest is correspondingly short-term, not
long-term. With the tax shelter scheme, the financial benefit to
the investors is independent of the successful long-term
management and maintenance of the project and, thus, they have
little, if any concern for those goals. Because tax shelter
schemes rely upon private ownership of the properties, effective
lcng-term use restrictions do not get imposed, creating the loss
of units problem we are facing today.

The reduction in cost of housing for each dollar of income
tax revenue which is lost is extremely diluted because of the
indirect method of providing these subsidies and the exorbitant
shares extracted by the developers, syndicators and other middle-
men. The tax-created subsidy is not sufficient to make the
housing affordable by poor people and no one asserts that it ever
could be. The tax shelter schemes have never been targeted to
poor people either, not even in the present low-income tax credit
scheme under which 20 percent of the units are supposed to be
rented to families with incomes beneath 50 percent of the median
income. In few areas of the country do incomes at that level
even approach, much less reach the poverty level. Finally, tax
shelter schemes have never been coupled with sufficient regula-
tory power, primarily because the power to regulate has been
conferred upon agencies inexperienced in housing matters and
disinterested in housing concerns. Most important of '11, these
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tax shelter subsidies are not necessary because whatever limited
benefits they may produce can be just as effectively created
through a capital grant scheme.

VII. HOW LONG SHOULD THE GOVERNMENT'S COMMITMENT BE?

One of the major problems now emerging with the federal
government's housing programs is the expiration of the govern-
ment's commitment to subsidize particular housing projects. This
problem is primarily one of appropriations, but also one of the
nature of the contracts developed by the federal government
agencies. For example, the funds appropriated for the Section 8
Existing Housing Program in the early years were appropriated for
a fifteen-year period. The appropriations made in the first
years of the program will soon be expiring. When HUD received
those appropriations, it entered into five-year Annual Contribu-
tions Contracts with the housing authorities to provide funds to
those authorities for the operation of their Section 8 Existing
Housing Programs. Those contracts get extended each year as new
funds are added, but they still have a five -year cut-off. The
monies appropriated for the project-based Section 8 Programs
originally ran for terms from 15 through 40 years. The early
appropriations are also getting close to expiration. In addi-
tion, more recently, the appropriations for the Section 8 Loan
Management Program have been reduced to five years and some of
those recent appropriations are reaching expiration stage as
well. With the Farmers Home Administration Programs, the appro-
priations for the Rural Rent Supplement Programs were originally
five years and they have already reached the expiration stage.

This experience with the Section 8 Program reveals the
importance of committing the federal government to providing the
necessary subsidies for a project as long as that project is
needed for low-income housing and effectively provides such
housing. Thus, for projects which are already operating as
low-income housing and for programs like the Section 8 Existing
Housing Program, the federal government must commit itself, at
least morally, to renewing the appropriations as they expire in
much the same way than the federal government has committed
itself to providing benefits to Social Security recipients.
Similarly, if a new program is to be created, which relies
primarily upon capital grants and on-going tenant-based operating
subsidies, a similar commitment must be undertaken to appropriate
those funds as long as the projects are needed and are effective.

There is, however, a budget authority problem which must be
addressed in formulating the nature of the government commitment.
With the Section 8 Program, when monies are appropriated to meet
15-year commitments, the budget authority is calculated by
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multiplying the amount to be spent annually by 15 years. In
terms of budget authority, long-term commitments, especially
commitments for as long as housing is needed, would appear to be
exorbitant. Expressing these long-term commitments in budget
authority term, places housing programs at a disadvantage when
compared to other federal government functions. Even within the
housing area, those programs which carry long-term commitments
appear to be more expensive, because of the budget authority
analysis, than those which have short-term commitments. For
example, much of the debate between Section 8 Existing Housing
Certificates and Vouchers has focused on the increased budget
authority for Section 8 Existing Housing because of the 15-year
commitment. It is, thus, important to develop a commitment
scheme which does not produce the budget authority problems aow
being encountered by programs like Section 8 Existing Housing and
previously by Section 8 New Construction.

It is possible that the solution to this problem can be
found in the history of the public housing program. The subsi-
dies for that program are divided into two components: the
capital subsidies and the operating subsidies. Until recently,
the capital side has involved long-term commitments and budget
authority has been run out over the length of those commitments.
On the operating subsidy side, however, the commitments have
always been short-term and the budgetary authority only slightly
more than the outlays in the first year of the appropriation. In
Section 9 of the United States Housing Act, the government
commits itself to provide the operating subsidies which the
housing authorities need, subject to the availability of appro-
priated funds. In a sense that commitment is no commitment at
all because the Congress is always free not to appropriate the
funds which are needed. Experience has demonstrated, however,
that if effort is put in, Congress will, each year, renew the
operating subsidy appropriation to provide the operating subsi-
dies needed for the housing authorities' on-going operations.
With any new programs, as well as with the expiring appropria-
tions under the Section 8 program, Congress should make a commit-
ment which will fill the twin goals of ensuring that subsidies
will be made available,for projects as long as they are needed
without requiring that the budget authority be run out endlessly
when the monies are appropriated. The model of the public
housing operating subsidy program might provide the answer.

The need renew the federal government's appropriations
for the various housing programs as they expire raises a separate
problem. It is not enough just to renew those appropriations.
If the goal of making decent and affordable housing available to
all who need it is eventually to be achieved, it will be neces-
sary to appropriate additional funds each year beyond those which
serve only to renew past commitments. Unfortunately, with the
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Farmers Home Administration's Rural Rent Supplement Program, a
precedent has been set of appropriating only enough additional
funds to renew the commitments made to specific projects in the
past and not enough to add subsidies for new families in new
units. It is vital both to reverse that precedent in the FmHA
Program and to ensure that the funds appropriated to renew other
expiring appropriations are not used to dilute efforts to gradu-
ally increase the supply of housing available to all who need it.

VIII. HOW LONG SHOULD THE LANDLORD'S COMMITMENT BE?

Unfortunately, the design deficiencies of some of the
existing federal housing programs are becoming increasingly
self-evident now, as private owners seek to take advantage of
conversion opportunities. Among the project-based subsidy
programs, only the public housing and nonprofit-owned subsidized
housing projects offer much promise of serving low-income fami-
lies over the long run. These long-term commitments, at least 40
years, result from restrictions imposed upon the funding that was
provided to PHAs and nonprofit housing owners, as well as from
the fact that these groups exist to provide low-income housing,
not to make profit. Other for-profit housing providers, when not
restricted by the funding source, naturally choose to maximize
their return whenever possible and will convert the projects to
more profitable ases when it is in their interest to do so,
regardless of the amount of federal assistance involved, the
effect on a community's low-income housing supply, or the conse-
quences for the residents themselves.

As Congress has begun to recognize, HUD's actions in
restricting private owners only to a 20-year commitment in
exchange for subsidized insured mortgages was a critical and
costly error. Similarly, HUD's offer to provide Section 8
subsidies to a project over a long term, but giling the owner an
opportunity to "opt out" at five-year intervals was also a major
blunder, corrected in 1980 for most Section 8 projects. As
Congress is learning the hard way, picking up the pieces of the
crises created by such short-sighted policies is very expensive
because current market-based subsidies must be provided to
protect tenants. Portable subsidies, such as Section 8 certifi-
cates or vouchers, appear deceptively advantageous in the short
run, even though owners who accept such subsidies are typically
not locked in for periods longer than one year. However, over
time, as market rents continue to escalate, the cost of such
subsidies, if they are to remain truly affordable to tenants,
will rise commensurately. Therefore, over the long term,
project-based subsidies that carry long-term commitments and fix
rent and subsidy increases below full market rates are by far the
most fiscally responsible alternative.
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These experiences have taught us that subsidized low-income
housing should be committed to that purpose forever and not
limited to some arbitrary number of years. The only exception to
this rule should be where the housing provider can demonstrate
that the housing is no longer needed for low-income use, a
situation that, given the growing gap between need and supply, is
hard to imagine. Another possible exception to this perpetual
commitment would be if the provider can demonstrate that the
project is not effectively meeting the housing need, in which
case the units would be replaced on a one-for-one basis. Should
there be any other unforeseen situations where perpetual commit-
ment would create an extraordinary obstacle (such as irretriev-
able dilapidation or an environmental disacter), discretion could
be given to the agency to permit removal, so long as one-for-one
replacement of the units is guaranteed.

This same principle of perpetual commitment ought to be
applied to any existing projects whenever there is an opportunity
to do so. In the future, wherever a housing provider requests a
federal benefit, perpetual use restrictions should be attached.
For example, presently whenever a PHA accepts operating subsi-
dies, the low-income use restriction is extended for 10 years.
In Lubsidized projects, whenever additional Section 8 funds are
committed, or whenever HUD grants a benefit or foregoes a right,
such as providing approval of a transfer of physical assets, a
work-out agreement, or a forbearance on foreclosure, these use
restrictions ought to be extended perpetually. Only in this way
can the scope of the problem created '11, past mistakes be
minimized.

Finally, federal policy must preserve those units that have
benefitted from federal subsidies in the past but are now jeopar-
dized by threats of conversion. Congress should extend use
restrictions for those units presently occupied by very low-
income tenants and provide owners with project-based Section 8
subsidies to cover the difference between what these tenants can
afford and some near-market rent that reflects any remaining
financial benefits from the below-market financing. For the
reasons discussed above, Congress should also create preemptive
purchase rights and provide capital grants for nonprofit owners
and public agencies willing to dedicate the housing to very
low-income use perpetually. In the long run, this policy will be
the most cost effective way of providing housing for those who
should be served by scarce federal resources because the cost
will no longer be continually dictated by inflated market
returns.

6:73"
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IX. HOW DO YOU ENSURE HIGH QUALITY MANAGEMENT?

Housing management, especially management of low-income
housing, cannot be left solely to market devices. Standards for
good management must be established, personnel must be trained to
become capable of implementing such standards, adequate compensa-
tion must be paid for good management, and appropriate oversight
and enforcement mechanisms must be included to ensure actual
achievement of the standards.

From experience, we know that many of the units under the
public housing and privately owned subsidized housing programs
have suffered from poor management. This is true despite the
fact that under some of the programs, e.g., project-based Sec-
tion 8, adequate funds have been paid to provide excellent
quality management. Definite standards and oversight have been
conspicuously absent. The same could be said of the other
privately owned subsidized housing programs, such as Section 236,
where adequate management fees are built into the basic rent paid
by the residents, but due to the absence of periodic and detailed
review, performance has been substandard. The result is ulti-
mately higher cost to the federal government from poor condi-
tions, mortgage defaults, vacancies and eventual foreclosure and
property disposition. In privately owned subsidized housing,
there were -fforts made in the 1970s to improve housing manage-
ment through detailed management reviews, but these reforms were
unfortunately later abandoned. For many public housing units,
there are neither the standards, the fundiag, nor the oversight
to ensure adequate management.

For the future, federal housing policy must include specific
standards for good housing management, developed after consulta-
tion with management and tenant groups. Second, in order to
ensure the attainment of these standards, managers must obtain
periodic training and certification of their capabilities to
manage low-income housing, focusing not just on the physical and
financial aspects of good management, but also upon the rules
governing the applicable program and the social aspects of the
job. Third, adequate compensation for good management must be
built into the subsidy structure. Fourth, agency oversight of
management performance must be on an annual basis and must
include a thorough review of the project's physical and financial
structure, including consultation with tenants. The regulatory
mechanism must include adequate remedies for management's non-
performance, including the withholding or suspension of fees,
termination of the agent and decertification from other HUD
projects and programs.

Tenant enforcement devices will always be an essential
component of ensuring management performance. These should

680i
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consist of rights to notice and comment on major management
decisions, specification of tenants as third-party beneficiaries
of the regulatory contracts, establishment of administrative
channels for resolving tenant complaints, and the recognition of
explicit rights for tenants that are judicially enforceable when
management standards are violated. Tenant participation in
management should not be limited solely to a notice and comment
role. Opportunities for tenant management corporations should be
created by statute and regulation, with appropriate standards for
certification and performance, so that residents can control
their housing. At the same time, however, safeguards must ensure
that the basic rights of all tenants are adequately protected.

X. WHAT SHOULD THE RESIDENTS' RIGHTS BE?

People deserve to be treated fairly by their housing pro-
vider, whether it be a public housing authority, a private owner,
or a cooperative of the resident lemselves. Federal housing
policy must specify both the min m standards for such fairness
and the procedures required to ensure that those minimum stan-
dards are followed.

Past experience has demonstrated that the standards must be
made explicit by Congress and the agency, in order to avoid a
protracted period of abusive treatment and litigation to correct
it. Both the standards governing admissions, rents, tenant-
management relations, and evictions, and the procedures available
to tenants have been the most developed in the public housing
program, and therefore abusive treatment nas been less prevalent
there than under the other programs. In contrast, in the pri-
vately owned subsidized housing aid Section 8 programs, unfair
treatment of applicantr, and residents is widespread. Standards
are not specified in sufficient detail and meaningful adminis-
trative procedures to contest unfair or arbitrary treatment are
practically nonexistent. This situation exists even though the
federal subsidies for some of these units can cover practically
the entire cost of the unit, as under the Section 8 Program. For
example, courts have held that the standards for Section 8 tenant
selection or rejection are so vague that it is not even worth
having a mandatory impartial administrative hearing to contest an
applicant's rejection. Private owners and managers, be they
profit-oriented or nonprofit, cannot be relied on to protect
tenants' rights to fair treatment.

At a bare minimum, federal policy must ensure that people
are treated fairly in the admissions process, particularly if the
housing programs are not entitlement programa span to all who
need them. Owners must demonstrate a good reason for rejecting
an applicant, one that is directly related to the applicant's
ability to be a satisfactory tenant. Insufficient grounds must
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be prohibited, such as past credit transactions unrelated to the
landlord-tenant relationship or past landlord-tenant disputes
where the tenant was simply asserting legal rights. The inquiry
must be limited to whether the tenant would be a satisfactory
tenant and capable of paying the subsidized rent level. Appli-
cants must not be discriminated against on the basis of their
income, race, or any other status category. Rejected applicants
must have the opportunity for an administrative hearing with an
impartial hearing officer who has the power to reverse manage-
ment's decision. Every owner must have developed a specific and
detailed tenant selection plan that has been reviewed and
approved by HUD or FmHA for fairness in accordance with estab-
lished standards.

Housing policy that dispenses federal subsidies must also
require a grievance procedure for an informal non-judicial
resolution of common landlord-tenant problems. Without a griev-
ance procedure, landlord-tenant problems escalate to an often
unresolvable level, producing unnecessary litigation in state
evic,_'..on courts. The required procedure should resemble the
existing grievance procedure for public housing. Applying such a
procedure to privately owned subsidized housing would be a
significant step in improving landlord-tenant relations and
reducing the arbitrariness characteristic of many projects'
management. These procedures should also be used to contest
every-day disputes, such as management's failure to make
requested repairs or management charges for alleged damages,
because drawing the line between damages and ordinary wear and
tear should not be left exclusively to the landlord. The griev-
ance procedure should also be a mandatory forum for attempted
resolution of all eviction disputes because it is more accessible
and potentially more fair than many state eviction courts.

Evictions from housing subsidized under any federal program
must be only for good cause, as the courts, the Congress, and HUD
have all now recognized. Required standards should resemble
existing good cause requirements. Additionally, because federal
housing is a need-based program, it must be recognized that
low-income families occasionally encounter circumstances where
they are temporarily unable to pay the rent, and therefore good
reasons (e.q., departure of a wage earner, extraordinary medical
expenses, or temporary delay in receiving public assistance)
should justify a nonpayment of rent. Federal law should also
specify adequate notice periods for nonpayment of rent which will
allow tenants sufficient time to cure the delinquency. Notices
must be factually specific, and an informal hearing should be
held before an impartial hearing officer prior to commencement of
a judicial eviction so that all unnecessary evictions can be
avoided.
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XI. HOW CAN EFFECTIVE ENFORCEMENT AND IMPLEMENTATION
MECHANISMS BE DEVELOPED?

It will not be enough for Congress merely to create a new
framework for a national housing policy. Much more attention
will have to be paid to the mechanisms by which those policies
will be implemented and enforced. One of the most impressive
things which our work teaches us repeatedly is that policies
written on paper in Washington are not easily translated into
improvements in the day-to-day lives of real people elsewhere.
Nothing happens, after Congress passes a statute unless, and
until, federal agencies promulgate regulations, and issue inter-
pretive handbooks, owners and managers are trained on those
handbooks and regulations, federal, state and local officials
step in to monitor implementation of those policies and, in some
cases, courts are asked by program beneficiaries and others to
enforce the rules.

In the development of federal housing policies, attention
must be paid to these concerns. Regulatory powers must be
conferred upon agencies which have the knowledge, skills and
capacity to implement and enforce the new programs. One of the
major deficiencies with the new low-income housing tax credit is
that implementation and enforcement responsibilities are focused
upon the Internal Revenue Service, on the federal level, and on
diverse entities on the state level, few of which have either
housing knowledge or housing concerns. The power to implement,
regulate, and enforce must be conferred upon housing agencies
like HUD and the Farmers Home Administration.

Even that is not enough, however. The agencies must be
given sufficient resources to develop the implementing policies
as well as be specifically obliged under tight deadlines to do
so. We are still waiting for HUD to issue regulations on the
admissions priority for residents of substandard housing and
involuntarily displaced applicants which were enacted in 1979 and
the nondiscrimination requirements that were established by
Section 504 of the Rehabilitation Act of 1973. Congress must
impose regulatory deadlines on the federal housing agencies in
order to make the new policies effective expeditiously. It is
also necessary to be much more realistic than Congress has been
in the past in appropriating funds to the federal agencies to
carry out their enforcement powers. As the Supreme Court
recognized just this year, HUD monitors the activities of housing
authorities on a once every six year cycle and cannot do what is
necessary to create even a semblance of reality for newly formu-
lated housing policies.

Given the wide gap between the federal agencies' monitoring
and enforcement capacities and the needs for such activities,
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Congress should also confer upon state and local government
agencies the power to ensure compliance by landlords with federal
housing policies. That is not to suggest that state and local
government enforcement should be viewed as a substitute for
federal agency enforcement. The need is too great to relieve the
federal agencies ol! any monitoring and enforcement responsibili-
ties. Instead, the state and local government efforts should be
structured as complements to the lederal efforts.

Even more important is the need to allow program beneficia-
ries -- applicants, tenants, homebuyers, neighborhood residents
etc. -- to enforce the federal housing policies in court and
through effective administrative processes. Too many times over
the past ten years courts have refused to allow tenants and other
intended beneficiaries of the federal housing programs to enforce
the federal housing statutes and regulations. They have done so,
primarily, with the notion that Congress did not expressly
indicate that it intended such private parties to be able to
enforce the federal statutes and regulations. Given this reluc-
tance of the courts to ellow private enforcement, Congress must
make it clear not only that it intends to create housing rights
for poor people, but also that it, expects them to be able to
enforce those rights in federal court.

XII. CONCLUSION

The present federal housing prograw must be modified and
expanded and new ones created to make decent affordable housing
an entitlement for everyone in this country whose income is too
low to afford such housing. While we move to accomplish that
goal, we must give the highest preference to those with the
lowest incomes and those encounter the highest barriers in the
private market. In all the present programs and any new pro-
grams, the rents or housing payments must be set at the level the
residents can afford, given their individual circumstances. Some
reliance can still be placed upon private-market programs, like
Section 8 Existing Housing, but a much greater shift must be made
to project-based programs. With such programs, the greatest
reliance must be placed upoy public housing authorities and
nonprofit sponsors, and lit*1, if any, share should be allocated
to for-profit, private ds.,..opers. The subsidies should be
structured as capital gr,.ats accompanied by on-going operating
subsidies. Any limited capital subsidy programs, including
tax-shelter schemes, should be replaced with true 104-income
housing programs. The government should be committed to provide
the subsidies for as long as the housing is needed and useable
and the owners should be committed to suc long-term :ma restric-
tions as well. The rights of the tenants .oust be made clear from
the beginning and sufficient -egulatory and enforcement powers,
including private enforcement rights of program beneficiaries,

684,
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must be created so that the renewed national commitment to
housing can become a reality.

The views that we express are not shared by all and some are

not likely to be accepted. Nonetheless, it is only through the
expression and consideration of diverse and often opposing views
that a workable set of programs can be developed and implemented.

To do that will be a great challenge for you, as leaders of the
Senate Housing Subcommittee, for the other members of the Subcom-
mittee and eventually for the Congress and the nation as a whole.

The plight of the homeless and the poor people whom we represent

on a daily basis demands that that challenge be met.

Respectfully submitted,

David B. Bryson
James R. Grow
Roberta Youmans
NATIONAL HOUSING LAW PROJECT

By.

DBB:JRG:RY/ais:kc

David B. Bryson
Acting Director
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October 5, 1987

The Honorable Alan Cranston
Chairman
Subcommittee on Housing and Urban Affairs
SDOB 535
Washington, D.C. 20510

Dear Senators Cranston and D'Amato:
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The National League of Cities thanks you and all the members of
the Senate Housing and Urban Affairs subcommittee for inviting us
to participate in the development of a new framework for national
housing policy. Indeed, housing is one of the top three
legislative priorities adopted this year by the Board of
Directors for the National League of Cities.

We view this response as an initial step as your committee along
with interested parties like NLC begin a process expected to take
c-ar a year and one half. We anticipate future opportunities
oaring this process to share our views and reactions to policy
proposals which arise from this process.

The League's Community and Economic Development Steering
Committee, currently chaired by Council President, Ruth Scott of
Rochester, New York is the group which primarily develops and
proposes housing policies for the organization and it is my
understanding that this committee will be meeting with members of
your committee staff on October 16 to continue this process.

Our members believe two overarching concerns should guide
national housing policy.

First, federal housing assistance should be directed to assist
low- and moderate-income households. The provision of safe,
decent housing to individuals and families who would otherwise be
precluded from any acceptable shelter must be the foundation of
the federal housing role.

Second, it has been the contention of NLC for the past several
years that the mechanisms used to provide such assistance should
be viewed as a package. Congressional procedures should ensure
that tax expenditures, direct spending and credit programs all be
part of housing policy decisions.
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The Honorable Alan Cranston
October 5, 1987
rage Two

Priority in federal housing assistance--whether provided directly
or through provisions in the tax code--shouXd be given to meeting
the housing needs of people who could not otherwise obtain
decent, affordable housing. The balance between monies devoted
to low-income housing assistance and the homeownership provisions
of the tax code should be reviewed.

League policies as adopted by the membership emphasize the
following federal roles in housing provision for low- and
moderate-income households:

1. The provision of rental assistance in the form of cash
subsidies, to help low-income renters afford decent housing.
We believe it would be desirable to have an expanded unified
program that uses Section 8 as the basic framework and serves
all of the eligible households.

2. Federal programs should seek rehabilitation of single and
multi family housing units and additionally continue programs
of rehabilitating public housing and providing for special
housing needs such as shelters for the homeless. Programs
for new housing construction and homeownership should also be
continued.

3. Continued availability of a mix of federal housing programs
in recognition of the fact that no single programatic focus,
regardless of its level of funding, can adequately address
the diverse housing needs of low- and moderate-inccJe
Americans.

Thank you again for this initial chance to participate in this
most important process. We eagerly anticipate future
opportunities. Enclosed are two NLC housing studies and a copy
of the League's existing housing policies and resolutions.

Sincerly,

Cathy R ynolds
Councilmember-at-Large
Denver, Colorado and
President of NLC
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RESOLUTION #9

CONTINUATION OP /FEDERAL MORTGAGE
INTEREST SUBSIDY PROGRAM

WHEREAS, the Federal government has, for the past quarter
century, provided developers of low- and moderate-
income housing projects with mortgage-related
subsidies; and

WHEREAS, these housing projects have been identified according
to the subsidy program attached, namely HUD Section
236, MUD Section 221(d)(3) and FmEA Section 515; and

WHEREAS, as an inducement to for-profit developers, the HUD
Section 236 and 221(d)(3) programs offer mortgage
prepayment options at the end of the 20th year and
40-year mortgages; and

WHEREAS, as a similar inducement, the FmHA Section 515 places no
restrictions on mortgage prepayments; and

WHEREAS, the U.S. General Accounting Office estimates that, as a
result of these mortgage prepayment options, as many as
173,000 units (50% of total) of HUD Sections 236 and
221(d)(3) housing and 275,000 units (100% of total) of
FmSA Section 515 housing may be lost by the year 2005;

NOW, THEREFORE, BE IT RESOLVED that the National League of Cities
urges:

o local elected officials to examine the potential
impact of the loss of low- and moderate-income
housing units in .projects receiving Federal
mortgage interest subsidies;

Congress and the Federal government to identify
and, where necessary, develop incentives to
prevent the prepayment of Federally subsidized
mortgages and, in so doing, retain the nation's
stock of privately owned, Federally subsidized
low- and moderate - income housing; and .

state and local governments to identify and
develop similar incentives as an added means of
preserving this segment of our nation's low- and
moderate-income housing stock.

Apr bythe Membership of the National League of Cities
Alplied Business Mersin* December 3, 1986 San Antonio
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RESOLUTION #10

RENEWAL OP SECTION 8 RENTAL SUBSIDIES

WHEREAS, Section 8 of the Housing and Community Development Act
of 1974 provides for rental subsidies which enable
eligible low-income families to afford decent quality
housing; and

WHEREAS, the Section 8_ rental subsidy program has been a
critical and effective mechanism for achieving the goal
of a decent home in a suitable living environment for
every American; and

WHEREAS, the demand for Section 8 subsidies continues to exceed
the available supply as housing costs escalate and
affordable units diminish; and

WHEREAS, Section 8 certificates are used in two ways: (1) to
subsidize unit rents in "new construction" and "sub-
stantial rehabilitation" projects (project-based), and
(2) to subsidize tenants' rent in "existing" private
housing (tenant-based); and

WHEREAS, the U.S. General Accounting Office estimates that
between 880,000 and 1.1 million "project-based"
certificates will expire between the years 1985 and
2005 unless renewed! and

WHEREAS, the failure to renew such certificates will reduce the
already low supply of decent, affordable housing for
low- and moderate-income families and threaten the
financial viability of existing housing projects; and

WHEREAS, Section 8 "existing" certificates are increasingly
being converted to :lousing vouchers with 5-year rather
than 15-year contract periods;

NOW, THEREFORE, BE IT RESOLVED that the National League of Cities
strongly urges the Congress and the President, through
the Department of Housing awl Urban Development, to
renew Section 8 rental subsidy certificates attached to
"new construction" and "substantial rehabilitation"
projects.

BE IT FURTHER RESOLVED that the National League of Cities opposes
the conversion of Section 8 "existing" certificates to
housing vouchers and, instead, urges their extension
for full 15-year additional period.

Approved by the Membership of the National League ofCities
Annual Btuiness Meeting December 3, 1986 Sax Antonio

12
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3.03 Haling And Neighborhood Ccnservatial

A. Housing and Neighborhood Cc:seriatim Needs and Goals

goal is a decent home in a suitable living emir:trent for every Mexican. But
between this goal and existing conditions, there lies a significant gap: too zany
Americans live in 'relegate dwellings Is deteriorated neighborhoods and, for too
nary, the cost of decentharehrg is beyond their mom.

To close this gap, NW advocates the foliating policies with regard to housing:

Housing Conservaticn and Prcdmticn

o increased emphasis on conservation of the existing housing stack

o an adequate level of new housing canstruction, wraciAtiy for law and
moderate incase people, the elderly, and the handicapped

Special Housing Needs

o effective and sufficient assistance to meet the housing needs of them who
cannot otherwise afford decent housing

The Iccational Dimension of Hawing

o strengthened efforts to ensure a range of housing opportunities to all
Americans without regard to income, race, sex, or age

o effective incentives for city housing investment and an end to "suburban
sprawl''

The Local Government Role

o a sting role and adequate resources for local govecaments in solving
housing problem

In the latter half of the 1980's, the housing needs and pre/oleos of lao- and
moderate -incare Americans represent a crisis of national proportions. Contributing to
the amnion of this crisis is a ccabination of forces in the general economy,
specific trends in private housing rarkets and changes inplmin policy.

Together, these crisis-oontributirq factors threaten the ccertirsed availability of
decent quality housing for law- and moderate -inn re persons and cease the cost of
available units to increase significantly. As a consequence, local goverruents today
face severe problem among low-imam renters, the rest severe being the growing
problem of homelessness.

Despite a wide array of innovative efforts and initiatives by states and laza
governoants, there remains today an implacable role for the Fearal Government in
addressing the nation's housing needs. The primary emphases in Federal housing policy
should he:
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HOUSING POLICY STATEMENT OF THE
NATIONAL LEASED HOUSING ASSOCIATION

preamble

Al,%ough the vast majority of Americans are well-housed,
severe housing problems nonetheless exist as evidenced by the
following:

- The ever-increasing homeless population, estimated at from
300,000 (HUD estimate) to 3,000,000 (estimate of housing
advocates).

- Large public housing waiting lists, such as 44,000 in
Chicago, 60,000 in Miami, and 200,000 in New York City.

income_people spending too much of their income on
housing: for example, one-thixd of single mothers utilize
75 percent of their income for housing.

- There is a large gap in the number of the low-income
families and the housing avelabl,.1 for them; the
Neighborhood Reinvestment Corporation estimates that by
1993 that gap will equal 3.7 million units and by 2003
there will be a 7.8 million sap bctween the rmmber of low
income families and the units available to house them.

These housing needs are familiar. The goal of the Senate
Banking, Housing and Urban Affairs Committee is to determine the
best ways to meet them. We understand that the Committee, and
its special task force, will be re-evaluating from ground zero
all existing programs as well as exploring all new alternatives.
The National Leased Housing Association also utilized this
approach in preparing this paper.

To formulate NLHA policy, our president appointed a special
tasklorce with the charge of taking a fresh look at all of
today's housing issues. We established the following procedure.
First, we determined the various categories of the housing needy
in that different approaches must be utilized for varying housing
needs. We then examined what programs should be utilized to meet
each of the needs. This analysis allowed us to determine the
optimum contours of any new housing production program, as well
as helping us determine which present programs should continue.

I. Categories of Housing Need

We identified seven broad categories of housing need as
follows:

A. Handicapped, Frail, Elderly, and Others with
Special Service Requirements

B. Other Special Needs Categories:
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1. Farm Workers
2. Indians
3. The homeless
4. Very large families

C. The rural poor*
D. Very low income urban poor
E. The elderly poor
F. The working poor
G. Moderate income groups

II. Tools to Meet the Needs

Upon analyzing the needs, we concluded that the
feJeral government should provide four basic tools to
meet them - the present Section 8 existing certificate
program; continuation of such categorical programs as
rural assistance under Title V of Housing Act of 1949,
Section 202, Section 8 moderate rehabilitation and
public housing on a limited basis; a new block
grant program funded off budget from a federal housing
trust fund, and tax incentives.

Section of Existing Pr9gram

The Section 8 existing program has proven highly
successful. Currently, this program is administered
through either Section 8 certificates or vouchers.
Although there are significant differences between
certificates and vouchers, basically they are very
similar programs in concept. The major difference
between certificates and vouchers are that under the
voucher program, a tenant can , hisher than 30
percent of family income for rent if the family so
chooses and the landlord can receive more than the
HUD-approved fair market rent. The concepts of rent
reasonableness and affordability are included in the
workings of the certificate program and not the
voucher program. However, both variations rest on the
sound concept of utilizing existing housing stock,
when available, to meet low-income housing needs.
Certainly in an era of escalating building costs,
preservation of our existing housing stock is a most
sensible and necessary approach.

How can certificates or vouchers be utilized to meet
the seven categories of need outlined above?
Utilization of the existing stock is especially useful
for meeting the needs of very large families when
rentals are available, the very low income urban poor
again assuming the availability of units that meet
housing quality standards, as well as the elderly and
working poor. If decent existing stock is available,
it should be utilized rather than building new housing
for ver) low income people.

This includes rural poor who own land but have no other
liquid assets. These "land rich" families should qualify
for housing assistance.

7.0
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Other Cateaoriaal Programs

There are some areas where there just is not a supply
of existing housing available for by income renters.
In rural areas, this is especially true. For that
reason, we favor the continuance of the Section 515
rural rental program as well as the Section 514 and
516 program for migrant workers. Likewise, in many
areas there is not a sufficient stock of apartments
suitable for elderly tenants. Accordingly, the
Section 202 elderly housing program, with its proven
trash record, should also be continued and targeted
more carefully. The Section 8 moderate rehab program
effectively helps to preserve low income housing and
prevent abandonment in urban neighborhoods. Finally,
there also may be instances in urban areas where
public housing is the only feasible method to increase
the stock and for that reason, the public housing
program should always be kept on the books and
utilized on a limited basis.

Housing Block Grant Program

We have strestmd the need for the continuation of the
Section 8 existing program and certain categorical
federal programs. However, to meet the diverse
requirements of the seven categories of housing needy
described above, we believe that a program that could
result in housing production is a necessity. The
problem in determining the proper production vehicle
is that housing needs vary locality by locality, and
that it is impossible to state on a national basis how
scarce housing production funds should be utilized.
Accordingly, Congress should institute a Housing Block
Grant program (HBG) to provide funds to localities who
in turn would determine how production dollafs could
best be utilized in their community. On a macro
basis, production funds are necessary to meet the
housing needs of those in special categories such as
the handicapped and frail elderly, especially those
needing health services, selective new construction
in tight markets for the very low income urban poor,
the elderly poor, and to house the working poor in
mixed income projects receiving a shallow subsidy.
Block grant funds could also benefit moderate income
families living in newly constructed mixed income
projects. Also, block grant funds could be utilized
to assist moderate income first time home buyer loans.
Indeed, localities might want to experiment with
convertible certificates that can either be utilized
for rental subsidies or for mortgage payments.

The HBG program would be analogous to the community
development (CMG) program, setting forth standards
and requirements to be met before any funding
allocation was made, including the establishment of
state and local housing plan requirements, fair
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housing requirements, urban-rural fair share criteria,
and a criteria of eligible use which should be very
broad.

The Housing Trust Fund could be funded off-budget from
a number of sources: first, the present housing
development action grant (HODAG) and rental
rehabilitation programs under Section 17 of the United
States Housing Act could be rolled into the block
grant. Other funding sources for a housing trust fund
could be a transfer tax on real estate transactions, a
tax on the interest from escrow accounts that would be
earmarked directly for the fund, or a portion of the
tax on capital gains on tne sale of real estate. The
fund would be an ideal vehicle for private donations
from corporations, civic groups and individuals
desiring to help low income housing.

III. Utilization of Tax Incentives

History has shown that no matter what type of housing
program is developed, it does not contain enough
incentives to attract private capital on its own. The
Section 8, Section 236, and Section 221(d)(3)BMIR
program would not have worked without the incentives
of the tax code. As an illustration, at this time,
the Section 515 rural rental program would not be
successful but for its combination with the Low Income
Housing Tax Credit.

Today the only tax incentive for low income housing is
the Low Income Housing Tax Credit contained in Section
42 of the Internal Revenue Code. We believe that the
credit has gotten off to a very successful start, and
has all the earmarks of a workable program. The tax
credit program sunsets on December 31, 1989. If in
the next year the program turns out to be as
successful as we expect, a strong argument can be
forwarded for making the tax credit a permanent
program to be used in conjunction with the Section 8
certificate program, Section 515, and programs funded
under the HBG program. If on the other hand, it turns
out that the tax credit is not a successful program,
then the amount of tax expenditure involved in the
credit (up to $3 b.11ion annually) should be utilized
to help fund the housing trust fund.

Another innovative approach utilizing the tax laws
without returning to the prior tax shelter mechanism
would be to allow tenants to deduct the portion of
their rent attributable to the owner's interest
payments and property taxes. This change would treat
tenants equally with homeowners, who are allowed to
make such deductions. The result would be far greater
ability of middle-income renters to pay the necessary
rent for the unit and would encourage the construction
of additional rental housing without the institution
of an elaborate program mechanism.

7r3
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IV. $ummary
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Our housing approach described above is set forth in
outline and matrix forms in Appendix A and H. Within
this framework, let us now summarize the roles of the
federal, state and local governments in providing
housing.

The federal government: The federal government must
always have a programmatic and financial role in the
subsidization of housing, and must establish national
policies and goals needed to insure decent, safe and
sanitary housing for every American. Through Section
8 certificates, the continuation of the rural Title V,
Section 202 and public housing programs, as well as
the new HBG program, the federal government should
financially assist the development of new housing and
the ability of tenants to pay for decent existing
housing. Although not addressed in this paper on low
income housing, the federal government should maintain
a credit support system through the Federal Housing
Administration, the Government National Mortgage
Association (including its tandem plans when
necessary), as well as providing tax incentives
through the Low Income Housing Tax Credit to stimulate
housing.

state governments: We strongly encourage the recent
trend towards greater housing concern and innovative
housing assistance programs by the states. We would
envision that as state governments now administer the
CDBG in small cities and rural areas, that it likewise
administers the housing block grant for such
communities. Also, the state governments should
continue their very useful role in the financing of
housing through the state housing finance agencies.
Finally, state governments are in a particularly
unique provision to provide technical assistance to
localities and non-profits through training,
consulting services, social service ,,00rdination and
housing planning.

Local governments and Public Mousing Authorities: We
believe that the public housing authority generally
should administer the Section 8 certificate program.
The city, or if delegated by the city, the local
housing authority should administer the new housing
block grant program. (Some cities may wish to
delegate this authority to a housing development
corporation or community development corporation.)
Local governments should exercise its control over
zoning permits in such a manner to increase affordable
housing opportunities. Local government should
allocate a part of their local revenue to augment the
HBG program, along with providing technical assistance
to private and non-profit organizations.
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in this report, we attempted to outline today's housing needs and
the tools to meet them. We have purposefully dealt with broad
concepts instead of program specifics. Once a broad approach has
been accepted, we stand ready to work with the Committee and its
staff as we have done for the past fifteen years to translate
these broad concepts into a new housing legislation which will
allow us to reach the illusive goal of a decent home and a
suitable living environment for every American.



NLHA
Appendix A

A. Special Housing/
Service Needy

Handicapped and
Elderly

B. Special Housing
Needy

1. Farmworkers

2. Indians

3. Homeless

4. Very Large
Families

C. Rural Poor

D. Very Low Income
Urban Poor

E. Elderly Poor

F. Working Poor

G. Moderate Income

Noknol
Lowed

A1112:itZn.11

1111.11A

PROGRAMS REQUIRED TO MEET HOUSING NEED

Section 8 Certificates Categorial Program

x

If Stock
Available

If Stock
Available

If Stock
Available

Housing Block Grant

Section 202 New Construction/
Scattered Sites

Section 514/516

Public Housing

Public Housing/SRO
and Rehab

Public Housing

Funding to Non-Profits

Section 515 New Construction
When Necessary

Public Housing/ Selective New
Section 8 Mod Rehab Construction in Tight

Markets - Dispersed

x Section 202/Public Spot New Construction
Housing

x
Section 8 Mod Rehab/ Now Construction -

Mixed IncomePublic Housing
Development

x New Construction -

V6

Mixed Income
Development

First-Time Homebuyer
Loans

Convertible
Certificates - Rental
Subsidy/Mortgage
Payment
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NLHA Appendix B

I. Method/Programs Required to Meet Housing Needs

A. Special Housing/Service Needy (Handicapped/
Frail Elderly)

1. Section 8 Existing and Section 202,
2. New Construction (scattered sites)

through Housing Block Grant

B. Special Housing Needy
1. Farmworkers: Sections 514/516 through FmHA
2. Irxit)s:Public Housing Program
3. Homeless: Non-Profit/Public Housing emphas...- on

ogle Room Occupany (SRO) and Rehab
4. Very Large Families: Section 8 Existing and Public

Housing

National
Leased
Hoeft

Assmlaffion

NINA

C. Rural Poor
1. Section 515 Projects
2. New Construction through Housing Block Grant
3. Section 8 Certificates, if stock available

p. Very Low Income Urban Poor
1. Section 8 Certificates and Moderate Rehab
2. Selective New Construction through Housing

Block Grant in Tight Markets - Dispersed
3. Public Housing

E. Elderly Poor
1. Section 202
2. Section 8 Certificates
3. Spot New Construction funded by Housing Block Grant
4. Public Housing

F. Working Poor
1. Section 8 Certificates and Moderate Rehab
2. New Construction - In Mixed Income Development

funded by Housing Block Grant
3. Public Housing

G. Moderate Income
1. New Construction - In Mixed Income Development

funded by Housing Block Grant
2. Section 8 Certificates
3. First-time Homebuyer Loans through Housing Block

Grant
4. Convertible Certificate funded by Housing Block

Grant - Rental Subsidy/Mortgage Payment
5. Tax Deduction for Rent

7o7
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National
Low Income Housing Coalition
1012 Fourteenth Street, N.W., Suite 1006, Washington, D.C. 20005 (202) 662-1530

Hon. Edward W. Brooke, Honorary Chalrpsraon

Hon. Alan Cranston
Chairman
SWacommittee on Housing and Urban Affairs
U.S. Senate
Washington, D.C. 20510

Dear Sen. Cranston:

On behalf of the Board of Directors of the National Low
Income Housing Coalition, it is my pleasure to submit to you the
enclosed materials as you requested in your letter to me.
Enclosed you will find a copy of the Basic Principles adopted by
our organization to guide the development of a decent national
housing policy. These Basic Principles were adopted after a
lengthy process of consultation and review by grass-roots housing
consumers, advocates, nonprofit agencies providing housing
services to low income consumers, and-others who are members of
the National Low Income Housing Coalition. They represent our
best attempt to provide a framework around which a national
housing policy can be constructed. These principles are
currently being reviewed by our Board and membership, and there
may be changes adopted in the next several months as our process
continues. If there are, I will forward a revised copy to you
immediately. In the meantime, I recommend these principles to
you strongly.

The NLIHC is also in the midst of a policy development
process which we hope will lead to draft legislation for your
consideration to create a Community-Based Housing Supply program.
Such a program also grew out of our grass-roots policy making
process and would provide direct funding for housing preservation

7n8;.;



695

and devclopment.activities carried out by community-based
nonprofit organizations. Such organizations have in recent years
grown substantially in capacity and sophistication. In many
communities, such groups are the only ones carrying out effective
programs to create and preserve affordable housing for low and
very low income persons. We had hoped to have a finished draft
of this legislation prepared in time for today's deadline. We
were not able to do so. But I will forward the results of this
lengthy process to you as soon as it is finished later this
month.

Thank you for the opportunity to offer our views for your
consideration. As your work progresses, we look forward to
working closely with you to craft legislation which will fulfill
the principles outlined in the attached materials. Thank you for
your consideration.

Sincerely,

Ba£ry Zigas
President

encl.
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LOW INCOME HOUSING POUCY BTATEMENTI

DAtitC PRINCIPLEa

Decent, sate and sanitary shelter Is one of the bare necessities of We. At people
share the basic human right to live in dignity, safety, and security. The federal
government bears the fundamental responsbitty for ensuring that the opportunity to
obtain decent. affordable housing with a choice of location Is writable to at in
our society regardless of race, creed, age, terrify composition, or income level.
Al housing programs should be responsive to consumer, tenant, neighborhood and
community needs and preferences, and accessble to at without regard to race, creed,
gender, tangy composition or handicap.

The federal government has the responsibilty and the resources to ensure that
adequate housing for low income people Is provided throughout the United States: in
inner cities, In suburbs, in small towns and rural areas. Only the federal government
can mount programs which provide uniform standards end protections, white Seavko
flextility to states, local governments, and other institutions, Including the
private sector, to adapt them to the range of housing needs which exist in our
country.

Federal housing expenditures should give highest priority to those with the most
critical housing needs: people living In inadequate housing; people displaced or
threatened by displacement, from whatever cause; and people whose incomes are too low
to bear the high cost of decent shelter.

These basic principles are fundamental and should undergird at housing policy and
program development Moreover, there Is no single approach which, in and of Itself,
oil deal with our low income housing problems. Making decent housing a reality wil
require a range of policies and programs. In our view, the eight elements of this
policy (set forth below) are all essential. They are not alternatives. and none can
be omitted. We recognte that there are, in addition, special housing needs which
must be addressed: housing for homeless people, for elderly people, for people with
disablifies, for special groups such as tannworkers and Indians. We believe that
specific approaches to assure that those people's needs are met should be developed
within the framework of our policy.

Exaanaran. After close to half a century of housing EISY. tance, there
are sill tuitions of people who need It. For every venploe. Income renter
household living in subsidized housing, there are three others who need It,
who probably want It, and who can't get It 7.5 talon Mtn tholds
at. There are another 10 nalifion owner households in the very4sr.,iincome
category: households with incomes below 50% of median. Furthermt., we
have barely begun to root out housing discrimination.

Moreover, despite the accomplishments of federal housing Programs. Mich
now provide shelter to one renter household in 10, there is a growing low
Income housing crisis. Homelessness is Increasing drarnatkely. Housing
quality, after decades of improvement, has begun to decline. Between 1970

I This statement was adopted by the National Low Income Housing Coalition
after a long process of review and comment. beginning with distribution of adraft to our membership in August 1963, with requests for additional Ideas and
comments. The statement was revised several times to reflect the views of our
members and board and, firmly. was amended end adopted by the detuates to the
Second National Low Income Hwang Conference in Juno 1964.4 It was annotated
with more recent figures by Cush^ .1 N. Dotben:. in December 1986.
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and 1980, low rent units (under $125 per month) were disappearing from the
Inventory at the rate of almost 500.000 units annually, because of rent
ktcreases, conversions, and demolitions.

Meanwhle, the federal government has al but abandoned its historic
commitment to 'a decent home and a suitable Ilvhg environment for every
American ferny to kw income housing programs have been slashed more
deeply than any other major federal activity. The numher of additional
subsidized units provided under al HUD and Farmers Home Administration
programs has dropped from 321,000 In 1961 to fewer than 154,000 In 19832

It has long been recognized that there Is simply no way the private sector,
unaided and on its own, can provide affordable rousing for very low incor Is
people. Nor do state and local governments, without federal aid, have the
resources to meet the housing needs of their low income residents.
Therefore, the primary responsiblity for assuring adequate low Income
housing must rest with the federal government This responsUlty should
be carried out In ways that are appropriate to the diversity of housing
needs and housing markets, and which ercit the Involvement end supwi of
state and local government and a broad range of actors In the private
sector.

1. MAKE HOUSING ASSISTANCE AN ENTITLEMENT FOR ALL WHO NEED IT

ArLadeoustelv_funclecLertiffelncorne-
essent 1. 4 .1400411 .4.7. .1 41411 1.4
. 1 me l 1 %mo, o. ow. 4,41 It. 41.4 11 .1 . o. 111 104 1 .8 1

IA .44 J II 104 .30 404 I! .4111 RI 1 444. I 1.4 st hioand_ 11.4 .4 W.
which We address In other portions of this statement

No one should have to go hungry or do without other essentials because their housing
costs too much. No one should have to We In a rural shack or rundown urban unit
because decent housing costs more than they can afford.

The federal government should provide housing assistance to al households who cannot
otherwise afford decent housing. The assistance should be avast* to both renters
and owners, In comparable amounts based or need.

The amount should be sufficient to cover the difference between what the household
can afford and the cost, Including udders end other housing-related expenses, of
decent housing of the sae they need In their chosen housing market area. The program
should be designed both to provide adequate subsidies and to avoid wit dials to
landlords. Occupied housing must meet minimum quality standards.

Entertatktn, Housing alowances, In and of themselves, have negfigble
impact on the supply of decent housing. Therefore, a housing alowance
program avalable to al eligble households MI heighten the need for low
Income housing supply programs. Nevertheless, housing alowances must be a
major element In any comprehensive approach to dealing wth. low Income

2 The HUD appropriation for FY 1987 vet subsidize an additional 81,500
households, most of them with vouchers; another 58.000 households MI be
subsidized through Farmer's Home Administration rural housing programs, for a
total of 139 500.

71i
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housing needs. Where the problem Is Income akne, as with households
occupying standard units at unaffordable rents, alowances are dearly the
answer.

One problem that has plagued previous efforts to subsidize housing for low
Income people Is that often their Incomes are so low that they can't even afford
operating costs (maintenance. utilities. Wes, etc). so subsidies for
construction or financing have been Inadequate. By assuring that al households
have sufficient funds at least to cover operating costs, a housing alowance
program will make It far easier to mount successful approaches to preserving.
bulling. or rehablitathg housing for low Income people.

The basic problem of very low Income households Is that they can't pay what
decent housing costs. The vast majority of households paying more than half
their Incomes for shelter can afford less than $125 per month!

In 1981 the Annual Housing Survey reported 5.4 million renter households
and 2.4 trillion owners who paid more than half they Incomes for shelter;
thek median Incomes were below $6.000. Most of these households lived In
standerd housing but had to forego other basic necessities In order to pay
for IL4

Mother 9.0 ml ion renter households and 8.1 moon owlets paid between
one quarter and one half thek Incomes for shelter. Except for croer.ers with
mortgages. thek median incomes were less than $12.000.4

Rough estimates of the cost of a housing alowance program such as we
propose range from $10 to $20 blibn annually. This Is about half the cost
of housing subsidies provided to the wealthy through the tax code.
prima* through the deductblity of mortgage Interest and property taxes
from federal Income tax. (See Tax Reform, below)

The National Low Income Housing rzelition Is now developing specific
proposals for a housing allowance program, recognizing that there are
problems In both assuring decent quality and evoking winotas to owners.

2, PROVIDE AN AbEDUATE AND AFFORDABLE SUPPLY OF HOUSING

Federal housino orporams should sworn the Preservation construction or
rehehltakauLarLegeoualLeoatifortaruptooti.jd housino to meet the needs o'
ICatIOCOMLI:=011011120211110lehittIILIAL1100
low hexifrre housbn needs ere mat at lortd_750(kb additional units of asshterl
housho for low Income mode ()Kaki be added to the Inventory each MIL

Our housing stock must be adequate overall to meet the growing and changing needs of
our people. Housing for low income people must be supplied In ways that mbiniza

3 The 1963 AHS figures show a dramatic Increase In these figures.
By 1983, 6.3 pillion renters and 3.6 moon owners were paying more than half
thek boom, for shelter. Moreover, the median Income of households In this
group had not risen significantly since 1961.

4 By 1983. these numbers had Increased to 8.7 mron renter households
and 8.7 mffion owners.
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construction. financing, aril occupancy costs, Mlle enhancing neighborhood viablity
and enlarging housing choice. Supply needs include rehabilitating substandard units
and budding new ones, as well as preserving the existing low income housing stock.
Adequate attention must be paid to changing needs and preferences. Provisions should
be made for the use of altered housing, single -room occupancy and other nontraditional
types of housing, such a manufactured homes and other nonconventional construction,
on thesame basis as other housing provided It meets health and safely standards.

No one housing program or approach can adequately deal with the range and diversity
of our housing needs. Current federal housing supply eff -ls Including public
housing, Section 8, Farmer's Home Administration ruralp.ogrems and the rental
development grant program enacted in 1883 should be continued. improved and
expanded. Wile exploration continues for.aoproaches that be better targeted,
less costly and more responsive toneighborhood and resident needs. The direct and
irdbect costs of providing lower4ricorne housing should be reduced by eliminating
excess profits, simplifying delivery, placing greater reliance on grants rather than
reducing interest costs of longerm loans, and offering credit selectively to
provide lower interest rates for housing finance.

The specific needs to be met and,thamlic between preservation. rehabilitation, and
new construction should be determined at the .41 or state level. subject to federal
guidelines and review to.assure that the full range of housing needs is considered
and adequate-opportunity for moblity is provided.

To .minimize coats and create greater responsiveness, federal incentives should be
provided for reviews °owl construction, fire, housing, zoning and subdivision
requirements. Manufactured homes and other forms of nontraditional housing that meet
basic health and safety standards should not be discriminated against by land use
regulations ortax policy and.should.be eligible for,federal assistenoe. Traditional
buiding materials, such as adobe, and new materials that promise lower costs or

.greater.durablity without compromising health and safety standards should be
permitted.

Minna& Almost half a century of providing subsidized housing has
produced fewer than four talon new or rehablitated units of housing
restricted to lower income occupancy under al urban and rural housing
programs.

The longrun costs of low income housing can best be kept down by providing
an increasing stock of units under public, nonprofit, or occupant ownership
and thus decreasing the adverse impact of speculation and inflation on
housing..Thus, low income housing supply programs are an essential
component of an overall policy.

The proposal that at least 750,000 affordable units be provided each year
for low income people sets a specific goal that w8 enable low income
people to catch up..This would, over a 10year period, provide housing for
the 7.5 milion veryacnvincome renter households for whom subsidized
housing is now unavalable,

3 _RETAIN AND IMPROVF THE PRESFNT HOUSING STOCK TO PROVIDE DECENT HOUSING FQ

INCOME PEOPLE,

Our existing housing stock Is a valuable national resource that must not be alkmed
: , ,,u:hI v housJ I I.: ...I,: l n 11..
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1 ii i 1 Lt .11. 14. 11,o,1 1, It V . 11,1 11 1 J ItOnraignaltAditriliadinmenl jxttil Seedlai
reSpOnSbElY to see that units

which It_ovms or assists are reahtairted in viable condition and retained for kmy
ifICS1Mfutccgganix

Preserving and making bast use of our stock of existing homing is key both to the
provision oi decent, ailordable housing for low income people and to viable
neighborhoods. The basic responsiblity for keeping housing occupied and In decentcondition rests with its owners.

Because housing is a basic human need, and because the use and condition of housinghas a large impact on our neighborhoods and communities, we believe that the
ownership of housing carries with it a public trust, which should be reflected in
public policy and laws. The responsibility to keep housing in decent condition is
already recognized in local housing codes and code enforcement programs. We believethat there should be a simlar responsibility to keep'housing occupied, provided
there are those who are reedy and wiling to We in it This should be a basic goal
of public policy at the federal, state and local levels. Where these policies fad,
we support organized, responsible squatting efforts to rehabilitate vacant and
abandoned properties and return them to use.

The current stock of federally assisted and Insured housing now occupied by low and
moderate Income people must be retained for their use, with the necessary operating
subsidies and modernization or improvement funds provided to keep it In *de
condition and fully occupied. (This Includes all present public housing,
HUD - assisted, HUD-insured and HUDheld units, as well as units assisted by the
Farmers Home Administration or repossessed by the Veterans Administration.)

So long as the need is there, every housing unit that the federal government
subsidizes or takes possession of through delinquency or foreclosure shotid be made
available, with adequate subsidies, for low income people. The federal governmern
should also encourage state and local governments to do the same with housing that
comes into their possession or control.

Explapation, Over the past several years, we have had a steady loss of low
rent units from the housing stock. Much of this loss has been the direct or
indirect result of federal policies, Including the provisions of the fax
code that provide strong incentives for sale or conversion of rental
housing to higher income use. In addition to these private sector units, we
are threatened with the loss of thousanas of units from the subsklized
stock through demolition, sale, conversion or other disposition of
projects. This must be hatted.

The least expensive way to provide decent, affordable housing is to
maintain our present housing stock in good condition, and, where it is
already subsidized, to retain it for low inconrt use. It is penny-wise and
pound-foolish to skimp on needed subsidies or assistance for operations,
maintenance and modernization, or to permit low income units to be
demolished or converted to higher income use.

Too often, low income housing programs have been administered with more
emphasis on restraining spending than on providing decent homes and living
environments. Too often, the federal assistance provided has been
inadequate to operate or maintain the units. Too often, tenants have been
blamed for this state of affairs. Too otter% subsidized housing develop-
ments have been regarded as problems, not as the resource needed to meet

7 1



701

6

critical housing needs. In these times of low Income housing crisis, no
unit that can be used by low income people should be abandoned.

4. PROVIDE RESIDENT CONTROL OF HOUSING THROUGRA STRONG ROLE FOR TENANT
ORGANIZATIONS. LIMITED EQUITY COOPERATIVES. COMMUNITY-BASED HOUSING GROUPS.
HOME OWNERSHIP

Mousing Is an essential oart of the basic fabric of our communkies_and
neighborhoods. To a large degree. our housing affects tite nature of our tenth, and
community hie. Control of one's housino provides a stake and a sense of security
0,91 can be orovided in no other way. Therefore. federal housino orocrams should
Mal a F halt ./ a tIl :: t1 at- tat- . a 11 VP. 161 114 1,d. . ill
tenant participation in decision-making. ownership of housing ty community-based,
nonprofit organizations. limited eoultv c000brethres. and individual home ownership

Community based, nonprofit organizations and limited equity cooperatives should have
a major role in the provision of housing. Federal assistance should be provided to
these organizations to enable them to maet the broad range of housing needs at the
neighborhood and community level.

Federal housing programs should be structured to directly support and assist
community-based nonprofit organizations and limited equity cooperatives to become
major housing providers. This requires access to financing, Including subsidies where
necessary, and technical assistance and outreach, particularly to minority
communities, and organizotkinal support and funding. This wit require a long-range
approach with strong emphasis on capacity-buiding, particularly in rural areas and
for organizations in low Income communities without prior experience in producing or
managing housing.

Tenant participation In decision-making on management and operations should be
required in all assisted housing programs. This includes funding for tenant
organizations and tenant - elected, voting representatives on boards of housing
authorities and other institutions owning or operating subsidized housing.

NI tenants In federally assisted housing should have at Feast the following minimum
protections against unfair treatment: (a) prohibition of unconscionable lease terms
and only shut-offs; (b) eviction only for Just cause; (c) information on their
rights and access to fair procedures for settling grievances; (d) reasonable landlord
rules and requirements; and (e) warranty of habitablity and remedies of
repairand-deduct, rent withholding, and rent abatement upon breach of the warranty.
State and local governments should adopt comparable standards for private,
nonassisted housing.

Low income households should not be confined solely to the rental housing stock. New
home ownership programs, in both rural and urban areas, are needed to provide this
option. Housing subsidies covering utlities, taxes, and maintenance, as well as
assistance in downpayments, dosing costs and low interest or deferred payment
mortgages, should be extended to home owners. Adequate counseling services should be
evadable.

Low income familes who now own or are buying their homes should receive affirmative
government assistance to maintain themselves In their homes. Such assistance should
include blingual information on programs and assistance avaiable from lenders and
the government, emergency mortgage and foreclosure rebel, property tax relief based
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on income; assistance with utirty costs, repairs, and maintenance; weatherization
and retrofitting.

eglanglien, A major thrust of our policy is to create more responsive
institutions and to transform the production and management of low income
housing, so that control is In the hands of residents. This cannot be done
overnight and is best approached by enabling limited-equity cooperatives
and nonprofit organizations to buid their capacity to the point where they
become the major providers and managers of housing occupied by low income
people, as well as by supporting more traditional forms of home ownership.

This emphasis Is to put control where we believe It belongs, to provide
mechanisms for amountabilty, and to keep long-run costs down.

The recommendations on tenant participation are to assure control and
accountablity. They are phrased to give tenants themselves the choice of
how deeply they wish to be Involved In dayto-day management decisions.

bisplacementof low-income people by either Public or orivate action or inectign
should be ended. Under no circumstances should people be forced to lava g
neighborhood where they wish to remain. When displacement from a particular unit
cannot be avoided. alternative housing should be orovkfed nearby. In the same block
whenever possible. Unti_this oblective Is achieved. federal Policies and programs
should provide immediate and adequate protection for mode threatened by

isplacement,

National policy should focus on the prevention of displacement by private as well as
public actions. Housing and community and economic development programs should be
designed and carried out so as to benefit low-Income people and their neighborhoods.
Federal programs should, as a condition of participation, require local public
officials to carry out the policy and, If displacement nevertheless occurs, to
replace any low income units lost on s one-for-one basis and cover all costs of
moving. Effective means must be developed for carrying out this responsiblity.

The antidisplacement efforts of neighborhood orgarizations,'such as community
development corporations, community nredit unions, neighborhood planning, and
neighborhood counselling should be aggressively supported by ad levels of government
and the private sector.

Condominium conversions should not be allowed to displace tenants or reduce the stock
of low- or moderate - income housing. All conversions should require the approval of a
majority of the bulding's tenants, and tows in units subject to conversion should
have the choice of life tenancy at limited rents or the first option to buy their
unit and 180 days to decide. This wit require the development of new programs of
housing assistance for continued rental or purchase where tenants have !kneed means.
The special problems of displacement from mobie home parks, through conversions or
for other reasons, must be addressed.

Low income conversion options, such as limited equity cooperatives or subsidies for
condominium ownership, should be developed, and adequate technical assistance and
funds for low income purchase and rehablitatbn provided.

''
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Explanation Displacement Is a major threat to low income people. Some
displacement occurs through direct public taking. More occurs because of
prkle activity, generally stimulated by public efforts such as tax
krcentives or publicly supported revitalization activities. In other
neighborhoods, displacement Is caused by neglect and govemment Inaction,
or the wrl,ino off of neighborhoods as no longer viable and the withdrawal
of services from them. A particular. often-unrecognized problem Is
displacement from mobie home parks, whose owners wish to convert to other
use; frequently, because of exclusionary policies, there are no alternative
mobie home sites in the communities where these parks are located.

It has been estimated that each year in this country, displacement afflicts
some 2.5 milion people and 500,000 low rent units are lost

In addition to conditioning fedem assistance on adequate state and local
efforts to prevent displacement, the federal govemment can do three things
to deal with this situation: (1) it can assure that Its own funds and
programs are not contributing to displacement; (2) h can see that people
are not displaced from federally owned or controlled housing; and (3) it
can assure that replacement housing is provided for people displaced by
other causes on a ortefor-one basis at comparable rents.

II I. .:. ; I 0. Ak- 'AU
REOUIREMENTa

To crotect against discrimination in housing. the present federal fair housing taw
must be aoaressively enforced and strenothened to provide for effective
ariministrative enforcement orocedures_and expanded to protect Persons with

A.: I 1 VI III .111 .11 II !II .14. n l ua 11 :III I.,. II III

lde geoaraphicelly expanded. especially in relationshio to lob 0000rtunities,

Enforcement of the existing law (Title VI of the CM Rights Act of 1964 and Title
VIII of the 1968 CM Rights Act) by HUD, FmHA, VA and the federal financial
regulatory agencies should be strengthened. HUD should Issue and enforce substantive
regulaticns implementing Title VIII.

FmHA and HUD should adopt affirmative policies to prevent any discrimination against
famiies with chidren in federally assisted housing. Federal policies and programs
should provide an adequate support of housing for large, low income famlies.

Low Income households must be provided with a wide range of geographic choice for
decent and affordable housing. This Is particularly true where the decentralization
of jobs has made many employment opportunities inaccessible to low income persons.
Communities should be responsible for seeing that housing opportunities are provided
for the people who work there. To help keep older areas viable, there Is a concurrent
responsiblity to provide Job opportunities where people now live.

A condition for provision of housing or community development funds to state or local
governments should be a fair housing plan with the following federally approved
minimum elements: (1) a plan for enforcing a fair housing law at least equivalent to
the federal law, (2) a plan for the identification and continued review of barriers
to fair housing, including a review of zoning and land use regulations; (3) a
strategy for meeting fair housing needs, including a review of the human rights
impact of all major development activities; (4) a means for outreach, education and
involvement of all relevant sectors of the community In promoting fair housing
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9

policy, and (5) a clan for inter-jurisdictional coordination of fair housing
activities.

expjanadon, Despite passage of the fair housing law almost a generation
ago, discrkrenation is still a fact of Iffe in housing marks s. In large
part this is because of the absence of effective enforcement provisions in
iire federal fak housing law. In addition, the law does not now cover
discrimination against families with children or persons with
We therefore join in supporting a stronger federal fair housing law, as
proposed by the Mathias- Kennedy bd. 0

This is an important first step, but additional measures wll be needed to
root out housing discrimination. Positive action is necessary to link
responsibility to provide low income housing with the location of Jobs and
opportunities for employment and education. State, local, and regional
planning must Include consideration of fair housing impact and measures to
crrtircorpe discrimination and widen housing opportunities.

7, REFORM FEDERAL TAX LAWS TO REFLECT PRIORITY FOR AIDING PEOPLE
WITH THE GREATEST HOUSING NEEDS

II 1. 1114 1 .1 11 10. - 11%1 1% now provided through
.10I .%, ...I., 1 Z.* I* 1 ,01 I1,% 11 .11,11= = g.. 8, is:

Mortgage Interest and property tax deductions should be converted to tax credits. and
the amount of these credits should be mooed at a level which will protect low and
middle income home owners while curtailing subsidies to people who do not need there
do obtain affordable housing. The additional revenue obtained by doing this should be
used to meet low and middle income housino needs

As soon as adequate supply and financing programs are put in pier*, the special tax
subsidies and preferences provided to investors through the tax code should be ended.
until then, they are needed to supplement the pitifully low level of federal, state
and local housing assistance programs and to make most of these programs viable, but
they should be as tightly targeted as possible, and the targeting provisions should
be rigorously enforced. Cooperatives should be eligible for tax subsidies on the same
basis as rental housing. The tax subsidies that are now provided for syndication of
rental housing developments should be made refundable (payable directly in cash where
no taxes are owed to offset the deductions), so that nonprofit and community bused
housing groups can get the full amount of the federal subsidy, without having to
split it with investors who otherwise have no interest in the project.

Federal tax laws, which now force many investors in rental housing to sell or
convert, should be amended to remove these incentives and discourage displacement.
Pending such change, sales to tenants or tenant organizations should not be subject
to discriminatory, differential tax provisions. Where housing will be sold to tenants
or nonprof.la approved by tenants, prenegotiated prices should be permitted.

EXPIejlation, Each tax dollar that the federal government does not receive
because of deductions or preferences in the tax code has just as much
impact on the deficit as each dollar of direct spending. Viewed in this
context, most federal housing expenditures are tax expenditures. Most
middle income home owners count on these subsidies. But these owners

5 Tnls bill will need to be reintroduced in the 100th Congress.
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receive less than one-third of the total subsidies. Meanwhile, low income
owners and renters are exduded from housing assistance, and the bulk of
our tax expeLlitures for housing goes to people at the top of the income
distribution. (The cost of these subsidies Is more then four times the
amount appropriated for low income housing for fiscal 1984.) °

1984 housing-related tax expenditures are estimated by the Congressional
Budget Office at about $50 billion. About 75% of this amount goes to the
top 15% of the incane distribution. Cutting In half the amount received by
the rich, and having the rest unchanged, would increase federal revenues
by enough to cover the cost of all our other proposals.

There are dear Indications that overhaul of federal tax laws will be a
major concern In coming years. Because of this, and because of the great
current importance of tax provisions to the production and management of
housing, It is critical that housing advocates participate In the process,
and that tax reforms be adopted which protect the needs of low and middle
income people, whie avoiding windfalls and inefficient subsidies.

D. PROVIDE Ti,E FINANCING NEEDED TO PRESERVE. BUILD. AND REHABILITATE HOUSING.

Mona liuv and credit policies should be shaped to provide reasonable financlna costs
for housing and limit credit.related fluctuations Mich increase The COSTS. pricea,
and rents of all housing. Affordable property insurance and affordablet

'd be available In allkL: I I 11 : IA, A,. .1.,
nelahborhoods. without discrimination of any kind

Our nation's housing needs cannot be met If financing is unavatable or unaffordable.
The needed flow of credit into housing must be maintained, as must institutions
capable of providing ft at the community and neighborhood level. Housing should be
protected, through national credit allocation or other mechanisms, from the impact of
federal monetary and credit policies. Credit Institutions, such as savings and loan
associations, established primarily to provide financing for housing, should not be
permitted to abandon this special purpose. We support the establishment of an
explicit housing finance mandate for thrift hs-Ututions to help assure the flow of
housing credit.

Federal policy should encourage a continued supply of housing loans that do not
expose homeowners to excessive interest rate risk or refinancing uncertainty.
Consumer protections for borrowers who obtain adjustable rate mortgages and continued
avalablity of standard faed rate mortgages for those borrowers who desire them
should be guaranteed by legislation.

Federal oversight of the obligation of all depository institutions (savings and
loans, savings banks, and commercial banks) to serve the housing credit needs of
their entire community, Including low and moderate income areas, older urban
neighborhoods, rural areas. and minority and femaleheaded households, should be
strengthened, and the Community Reinvestment Act should be vigorously enforced.

6 By FY 1987, the cost of housingrelated tax subsidies was estimated
by OMB at $481 billion, wile assisted housing outlays of $12.2 bilion were
proposed in the Administration's budget.
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Beyond these general approaches, aimed at creating a climate for steady production of
unsubsidized housing, a variety of special mechanisms are needed to support the
p-oduction and rehablitatbn of housing for low income people. We believe new
institutions are needed, such as housing bust funds or a national housing bank, to
provide community based groups and limited equity cooperatives with financing for low
income housing. including, as appropriate, grants, interestfree or low interest
loans, graduated interest loans or whatever financing is required to produce the
housing needed. These funds could be used to supplement or leverage funds from other
sources, including state, local, and prtvote funds.

Foreclosure relief should be provided to owners threatened with loss of their homes
for reasons beyond their control as well as for tenants threatened with displacement
because of foreclosures on owners.

Emanation, Housing has long been peculiarly vulnerable to monetary policy
and fluctuations in the cost of credit The problem of obtaining adequate
credit affects much of the housing market, but Is particularly critical to
efforts to provide low Income housing. Federal deregulation has undermined
the role of savings and loan institutions, long the major source of housing
credit, as a primary source of funds for housing. Wile these institutions
may need added asset ilexiblity bemuse of decontrol of Interest rates or
deposits, there is no fuason to permit them to abandon their role as
housing specialists. A federal housing mandate is required to enable thrift
institutions to resist pressures to expand Into commercial and other short
term lending.

Cuing the credit crunch of the past several :mars, the mortgage market
shifted rapidly to adjustable rate and short term balloon mortgages that
shift considerable risks of higher interest rates and refinancing
uncertainty to home purchasers. Legislation Is needed to assure a
continuing supply of fixecrate mortgages and to minimize the risks to the
consumer of adjustable rate or balloon mortgages. Continued oversight is
also needed to assure that the mandate to serve community needs is followed
in the face of pressures on financial Institutions to orient flak services
toward upper s come and large depositors.

Our housing needs are too Important to leave the avallabilty of funds to
the whim of the marketplace. We need a cor.:inued, positive commitment by
the federal government to do what is necessary to see that credit for
housing is inhibit) on reasonable terms.

Even where programs are In place, financing is often an almosimpossible
harrier, particularly to communitybased groups. For this reason, the
Coalition is actively exploring new financing mechanisms, which can provide
needed funds on an affordab'm basis.
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October 5. 1987

The Honorable Alan Cranston
Chairman
Subcommittee on Housing and

Urban Affairs
United States Senate
112 SNOB
Washington. D.C. 20510

Dear Senator Cranston,

TNATIONAL
19W1NCOME

HOUSING
PRESERVATION
CONLMISSION

I wanted to respond to your
views on the nation's housing
behalf of the National Low
Commission.

letter requesting ideas for
policy by October 5. on

Income Housing Freservation

The Commission's work involves extensive original field
data collection and the construction of a computer model
containing the descriptions of the physical, financial and
market characteristics of a representative sample of
individual 221 (d) (3) and 236 projects. Our analytical
work seeks to determine tha present market value of
projects against which to evaluate the options which
owners have to dispose of the property when their use
restrictions expire, continue the project as low income.
or permit slow deterioration. Once the likely range of
options is assembled. various interventions can be
evaluated based on their ability to influence the
project's continued viability as low income housing. The
:ommission intends to use this data to determine the cost
of varioLs approaches and to recommend those it believes
to be most effective in preserving this stock in the most
cost effective manner for the greatest number of low
income people. The Commission expects that its findinms
will be presented to the House and Senate Housing
Subcommittees in early 1988.

For inclusion in your October 5 report, I would like to
present the Commission's draft outline for the contents of
its final report. It is as follows:

I. Chapter One: Risk of Loss
- An overview, with a section on estimated total
costs for physical improvements.

A /We OF/ POW W r WM. 007.111. MN*/ IIMISe MI Or aM.MM Oa ILL 0.09 04 N.. Norps sOmmoll.a

LW LYE STREIT. NW. '120711GTOK. DG 31$15 012)344446
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Senator Alan Cranston
October S. 1987
Page 2

II. Chapter Two: Preservation Analysis of the Older
Assisted Housing Stock
- Features 236, 221 (d) (3) BMIR projects

III. Chapter Three: Preservation Remedies
- Problem definition
- Leading options
- Matching remedies with conversion values

IV. Chapter Four: Implementation Steps
- Federal leadership role, development of a
preservation policy

- HUD or -tiler negotiating entity
- State and local role
- Moratorium
- Development of non-profit capacity
- Tax legislation
- Budget sources

V. Technical Appendix

The Commisfion looks forward to presenting its findings to the
House and Senate Housing Subcommittees and to the opportunity to
discuss ways to continue federal policies which help provide
needed housing for millions of low income citizens.

Sincerely.

inda Parke Galla er
Executive Director

7 22
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October 5, 1987

Senator Alan Cranston
United States Senate
Banking, Housing 4 Urban Affairs Committee
Subcommittee on Housing i Urban Affairs
Senate Hart Office Building
Room 112
Washington, D.C. 20510

Senator Alphonse D'Amato
UnitedStates Senate
Banking, Housing i Urban Affairs Committee
Subcommittee on Housing 4 Urban Affairs
Senate Hart Office Building
Room 520
Washington, D.C. 20510

Dear Senator Cranston and Senator D'Amato:

On behalf of the National Multi Housing Council, I wish to
respond to your letter of July 22, requesting comment on the
formation of a new and much-needed national housing policy. The
National Multi Housing Council ("NMHC") shares your interest in
developing a responsible and effective housing policy and
appreciates this opportunity to provide its views on the content
of such a policy.

Based in Washington, D.C., NMHC represents the interests of
the largest and most prestigious organizations in the country
participating in the multifamily rentzl housing industry. NMHC's
members are engaged in all aspects of the development a%
operation of rental housing, including the building, ownership,
financing, management and conversion to condominium of such
properties. Together, its members are responsible for hundreds
of thousands ^f rental units. Accordingly, the following
comments focus principally on proposed policy for the rental
housing market.

The central and critical problem facing the U.S. housing
market today -- and, in particular, the rental housing market --
is, in certain arcing, the inadequacy of housing supply and the
inability of the free market to respond to demand. In NMHC's
view, there is no more serious and perverse barrier to an
expanded supply of rental housing in areas of shortage than local
rent control laws. As described below, these laws, which vary

723
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from jurisdiction to jurisdiction, impair the operation of both
the marketplace and the numerous existing Federally-sponsored
housing programs.

MEC therefore believes that Federal preemption of local
rent control laws must be an essential and central component of
any new housing policy.. The very real and important goal of
ensuring adequate.housing for low-income tenants should be
accomplished directly through various of the proven income
transfer and like subsidy programs. At the Bra, ttkJ, a new
housing policy must ensure the ability of the private market to
meet general market demand. Paradoxically, rent controls
generally are imposed in the very circumstances in which the need
for free market activity to alleviate housing shortages is most
urgent.

A. The Economics of Rent Control

A recent editorial in the New York Times calling for an end
to rent control in New York succinctly describes its failures as
a housing policy:

There's probably nothing that distorts a city
worse than rent regulation. It accelerates
the abandonment of marginal buildings, deters
the Jrzycovement of good ones and creates
wondLrous windfalls for the middle class --
all the while harming those it was meant to
help, the poor,l/

That rent control is an ineffective and often counter-
productive housing policy no longer is open to serious question.
Economists who have researched.the effects of rent control are
virtually unanimous in their condemnation of it as bad housing
policy.?! They have found that rent control, irrespective of the

1/ N.Y. Times, May 12, 1987, at A30 ("End Rent Controls").

2/ See Frey, "Consensus and Dissension Among Economists," 74
A. Econ. Rev. 986, 987-91 (1984)t Rent Control, Myths and
Realities: International Evidence of the Effects of Rent
Control in Six Countries (hereinafter, "Rent Control, Myths
and Realities") (W. Block & E. Olsen ed. 1981); Resolving
the Housing Crisis: Governmental Policy Decontroli_and the
Public Interest (H.. Johnson ed. 1982); C. Baird, "Rent

(Footnote Continued on Next Page)
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criteria used to restrict rents, leads to undermaintenance and
abandonment of existing rental housing and a reduction in
investment in and construction of new rental housing. Moreover,
these effects are most detrimental to the very low-income
tenants, the very population rent controls ostengibly are
intended to benefit.

Criticism of rent control has not been limited to economic
conservatives such as Preidrich Hayek and Milton Friedman, both
Nobel Laureates in economics,2/ but also has come from prominent
liberal economists such as the recently deceased Gunnar Myrdal,
also a Nobel Laureate. Dr. Myrdal, who has been described as an
important architect of the Swedish Labor Party's welfare state,"
had argued that "Went control has in certain western countries
constituted, maybe, the worst example of poor planing by
governments lacking courage and viston."4/

The criticism of rent control is so universally shared by
economists that rent control often is cited by textbook writers
as a paradigm of the harm governmental interference can have on
the operation of a competitive market.5/ In a competitive
market, rent will represent the price at which the supply of
hoLzing that property owners are able and willing to provide
equals the amount tenants are able and willing to purchase.
Fluctuations ln demand or supply will be met by changes in rents
which, over time, induce the market changes necessary to return
to equilibrium. If rents in an undersupplied market rise and
housing rentals yield profits greater than in other markets,

Control: The Perennial Folly" (Cato Public Policy Research
Monograph No. 2, 1980); P. Salina, The Ecology of Housing
Destruction (1980); J. Moorhouse, "Optional Housing
Maintenance Under Rent Control," 39 Southern Econ. J. 104
(1972); G. Sternlieb, The Urban Housing Dilemma (Ctty of New
York Housing and Development Admin. 1972).

2/ See Rent Control Wths and Realities, supra rrdte 2 pp. 87,

1/ S. Rydenfelt, The Rise, Pall, and Revival of Swedish Rent
Control," Rent Control, Myths and Realities, supra note 2,
at 201, 224 (emphasis added).

See, eiq., H. Baumol & A. Blinder, Economics: Principles
771 Po icy 64-69 (2d ed. 1982); C. McConnell, Economics:
Principles,_ Problems and Policies 715-16 (8th ed. 1981);
P. Samuelson, Economics 396-97 (11th ed. 1980).
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investment capital will flow into residential construction and
the supply of rental housing will gradually increase through new
construction, rehabilitation and conversion, until the shortage
of housing (and any 'excess" rents) have been eliminated.
Conversely, relatively low rents -- or rents artifically reduced
by local governments -- will diminish production of rental
housing and induce disinvestment by existing suppliers.

Communities that enact rent control laws generally do so in
response to a perceived underaupply of rental housing and
"Cxcessive" rents. However, by disturbing the operation of the
market, rent control merely exacerbates the problem of housing
shortages. By forcing rents below the level established in an
unregulated market, rent control reduces the profitability of
rental housing, directing investment capital out of the rental
market and into other more profitable markets. Communities that
impose rent controls suffer often crippling declines in new
rental housing construction; they lose existing housing to
condominium and cooperative conversions and, in some cases, to
abandonment; and the quality of the remaining housing stock
deteriorates as owners forego unnecessary maintenance.

Studies have shown, for example, that privately-financed
housing construction dropped by 67 percent between 1971 and 1973
in Boston, Massachusetts in response to rent control, while
cities without rent control registered a significant increase in
such construction.) A study of the impact on rent control in
Washington, D.C. by the Urban Land Institute similarly found that
multifamily housing construction declined by 92.4 percent in
response to the i position of rent contro1./ Similarly, a 1983
survey of major fiiancial institutions, accounting for several
hundred billion dollars in investment funds, found that rent
control -- and even the threat of rent control -- was the major
disincentive to investment in rental housing in California and
that fully 56 percent. 3f the survey respondents who had invested
in California withit the preceding five years were unlikely to
consider lending funds in any community with rent controls.8/

6/ G. Sternlieb, The Realities of Rent Control in the Gre
Boston Area, Center for Urban Policy Research (Rutgers unxv.
1973) .

2/ Urban Land Institute, Projects for Rental Housing Production
Under Rent Control: A Case Study of Washington, D.C.,
Research Report (No. 240).

6/ Bay Area Council Nationwide Survey of Leaders on
California's Rental Housing Climate (April 6, 1983).
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The evidence of disinvestment in response to rent controls
-- often resulting in dramatic declines in the quality of
existing rental housing supply -- also is substantial. As one
author noted, based on a series of case studies and the
accumulation of extensive empirical evidence:

When it is not feasible or possible to raise
rents in proportion to cost increments, the
only option open to owners is an internal
reallocation of the rent dollar. This
usually results in the reduction or deferral
of maintenance expenses.9/

The response of rental property owners to more than 40 years of
rent controls can be seen in New York City's dilapidated and
deteriorated housing stock. Between 1960 and 1968, the
dilapidated housing inventory increased in New York City by 44
percent and the deteriorated stock by 37 percent.12/ By 1968,
fully 29 percent of all rent controlled units were dilapidated;
this was true of only 8 percent of the uncontrolled rental
housing stock.

Further, although the decline in quality and quantity of
rental housing is felt bytall existing and potential tenants,
low-income tenants Sear the brunt. To the extent owners are
unable to discriminate among potential tenants by price, rent
controls place a premium on non-price factors such is
creditworthiness, which tends to bias the tenant selection
process against low-income tenant groups.

The only beneficiaries of rent control -- aside from owners
of uncontrolled rental units whose units b2come r.vse valuable as
the supply of rental stock drops -- are those tenants lucky
enough to find themselves in a rent controlled unit. However,
even these tenant benefits do not come without a price, for the
mobility of these tenants is substantially reduced by their
reluctance to part with the rent control subsidy. For those in
search of rental housing, the entry costs -- or barriers in the
case of many low-income tenants -- such as finder's fees also
significantly diminish the net benefits of a controlled rent.

9/ M. Lett, Rent Control 151 (1976).

10/ E. Achtenberg, The Social Utility of Rent Control," Housing
Urban America 445 (J. Pynoos ed. 1973).
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B. Broad-Based Federal and State Opposition to Rent
Control Laws

Confronted by overwhelming evidence that rent control does
not work, most state and federal government officials long ago
rejected rent control as fatally flawed housing policy. For
example, after initial flirtations with rent control, both
Massachusetts aLd Florida sharply limited the power of local
governments to enact rent control laws. In the District of
Columbia, then-Senator Eagleton, an early proponent of rent
control and chairman of the Senate District of Columbia Committee
(which initially approved rent control for the District),
subsequently reported that "(t)he sad truth is that rent controls
-- enacted for the best of motives to protect middle- and low-
income tenants -- actually work against the very people they were
designed to aid."11/

And in California, then-Governor Brown reported that:

Although the present amount of rent
regulation in effect in the California
housing market is relatively small, the
spectre of future controls is already having
an impact. Many builders are shying away
from multiple unit construction because of
the potential of regulation. . . . Some
existing owners of rental units are
converting the units into condominiums for
sale, partly to avoid the rent regulation
problem. Thus, rent controls are not only
having a direct impact in a few California
communities, but an indirect effect on
statewide construction and operation of
rental housing.lz/

As early as 1976, the Senate Committee on Banking, Housing
and Urban Affairs issued a report stating that:

there is no evidence to show that rent
control benefits the poor. Quite to the

21/ T. Eagleton, "Why Rent Controls Don't work," Readers Digest
(Aug. 1977).

12/ Economic Report of the Governor, 1979, prepared by
R. Silberman, Director of Finance, State of California at 75
(March 26, 1979) (emphasis added).

7
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contrary, it helps a small, privileged group
of long-time residents, largely middle class,
while driving up rents in uncontrolled units.

"Report on the New York City Loan Program," Committee on Banking,
Housing and Urban Affairs, S. Rep. No. 900, 94th Cong., 2d Sess.
(1976).

fore recently, in 1982 the President's Commission on Housing
recommended an end to all rent control, if necessary through
Federal and state preemptive legislation. The Commission --
which consisted of economists, housing activists, bankers,
builders, realtors, and others from across the political spectrum
-- conclusively found "that rent control causes a reduction in
the quality of the existing rental stock and discourages
investment in new rental property" and is "[t]he most evident
interference in the ability of the private market to supply
rental housing . . . [in] a substantial percentage of the
nation's multi-family housing stock."

C. Federal Preemption of Local Rent Control Laws

That rent control is an ineffective and counterproductive
housing policy no longer can be open to serious question.
Nonetheless, local rent controls continue to proliferate around
the country, severely restricting the quantity and quality of
rental housing. Hore than 200 communites currently impose some
form of rent controls. Virtually all are located on the East and
West coasts, where rental units make up an important part of the
market.

It has become all too obvious that no amount of evidence
demonstrating the inefficacy of rent controls -- and indeed the
very substantial harm to the poor -- will convince local
officials in these communities to abandon uneconomic and
irresponsible rent control laws. NHHC therefore believes that
the time has come for Federal intervention to prevent the
continued impairment of the rental housing market. Preemption of
all such local laws should be an essential and central component
of any new housing policy.

This result can be accomplished by specifying in any new
legislation adopted pursuant to a new Federal housing policy that
no state or local government shall adopt any rent control law
that interferes with or impedes the goals of Federal housing
policy. This fundamental principle of Federal-state relations is
implicit in existing law and already has been relied on by the
Department of Housing and Urban Development ("HUD") in

729
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identifying the circumstances in which the Department will
preempt local rent controls. 22/ Further, the Federal Home Loan
Bank Board has recently considered preemption of local rent
control by its rule making source.

Alternatively, to the extent local communities wish to
reduce rents to needy tenants (rather than to directly subsidize
such tenants, as described below), they should be required as a
matter of Federal law and housing policy to compensate affected
rental property owners. Only by providing rental property owners
with a return on their investment that approximates the market
value of their investment can Federal housing policy hope to
expand the depleted supply of rental housing.

D. Subsidization of Low-Income Renters

Preemption of local rent control laws will improve both the
quantity and quality of rental housing available to the poor. At
the same time, a now Federal housing policy should provide -- as
it already does in limited form -- for direct financial
assistance to low-income tenants unable to afford available
housing (both in the current controlled market and in a future
uncontrolled market).

The crafting of a new housing policy will require a careful
blending of mechanisms (including the preemption of rent
controls) to stimulate the supply of housing in areas of shortage
with direct financial assistance to needy renters. Over time,
the expansion of the rental housing supply in such areas will
lead to a decline in rent levels. In the i-terim, financial

13/ In preempting local rent controls, HUD has recognized that
limiting the "upside" to investing in rental property
enhances the possibility that such rental income will not be
sufficient to cover the costs of operating and maintaining a
rental property and, consequently, that mortgage loans to
owner/mortgagers will be "bad mortgages." HUD regulations
specify that:

HUD will preempt the regulation of rents . . when
the Department determines that the delay or decision of
a board prevents the mortgagor from achieving a level
of residential income necessary to maintain and operate
adequately the project, which includes sufficient funds
to meet the financial obligations under the mortgage.

24 C.F.R. Part 246.5 (1986).
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assistance to the needy can most efficiently and economically be
provided through direct subsidy programs, including income
transfers under existing law.

It bears noting, however, that financial assistance to the
needy -- whether in the form of direct subsidies or
counterproductive rent controls -- cannot alone resolve the
fundamental problem facing the rental housing market -- that of
inadequate supply in areas of shortage. Only a policy that
combines financial assistance with direct stimulation of supply
factors in the market can hope to resolve this problem.

We thank you for this opportunity to comment on the form of
a new Federal housing policy and look forward to the opportunity
of working with you and your staffs in future months to develop
an effective and fair housing policy that satisfies the needs of
both consumers and producers of housing.

Respectfully submitted,

_,/1

11-47-41,"14°'e/I).onathan L. Rempner
resident

National Multi Housing Council



718

NATIONAL NEIGHBORHOOD COALITION
TWENTY "r STREET. N.W.. SECOND R.0011. WASH1NOTON, D.C. 20301

(202) &stew

11U-11117
Mud of DImbrs

Cloboonov

1110:=114111 Rua
Oho ClabldriON
(0011111. aloft
IldixdA0001041 Cl

keyway Mon /410:in
Pd4o histors
Codas br Como* Ounp
Arks
MOM Low hors

Nom Cobton
JamOat
*Jay Mslikno
SOK Swing. 10
Pao 1/cAlone
No) Mai Lam

Wjcjisetyi
7 rariv Ireghit

Moot. MO
Unto?
bro bornko01)
110:rol Goo kr

Urban Mk Akin
Throw
Rebel Zdonek
11000 Corm*
Imam Dorrol

Mom Alsoloi
Mats Anderson
ltd01 ond Assoneon

1104103003
Jornsto
Mond

Mks

Hoone
Trot kr

^rraton
Web Dorroon
U1117011 Soursy kottuto
PLblebna. PA
All Fr.tteIn
Priv Ix CCflosAly Ounp
hood Halm
Ilscrtoshoods. USA

s(O Lonny
TOP =mow ranlaton
Aram Warm
Comory Mond= Whop
110-0 Dookon
1)..onsl hoo) Ron Coital
ftla Ltrold Sloe
Cekki toostatood PrtaII/0011
Cook atinlitt
loreocess Cl bra Yak
Oka York. MY

Ina Slant
SIMS MOP
Dor Tao
kobadol Solos
Jaro Mew
Assonstca cl Coanudty

OroaktOns kr Worm Now
Eh %kaput
(0;4:prod Soyal Calla
Imam Oktdw
kW Koos

PROPOSED

NATIONAL ENDOWMENT FOR AMERICA'S NEIGHBORHOODS

Prepared by

Neighborhood Endowment Task Force
of the

National Neighborhood Coalition
Joe McNeely, Development Training institute

Task Force Chairperson

7 11 r)-4.



719

1HE NATIONAL ENDOWIENT FOR AMR ICA'S hEIGICORHOODS

TABLE OF CONTENTS
Page

I. Introduction

II. Smeary

III. R-oposai 1

A. Preemble. 1

B. Proposed Cong-essionai Findings 2

C. The Purpose of This Act Is to Estobi ish an Endowment fcr
America's Neighborhoods 3

D. Structure of the Nat!onr; Endowment fcr erica's
Neighborhoods .. 3

1. The Endowment Trust Fund 3

2. Appointment of the Board of Diractcrs 3

3. Term of Off Ice 4

4. Officers 5

5. Compensation 5

E. Authorized Activities (Pacers of the Endowment) 6

F. Grants Prog-en
.*

7

1. Eligible Activities

2. El igible Appl icarrts 7

3. Criteria for Selecting Grantees

4. Adninistrative Requirements 10



720

INTROCUCTION: THE NATIONAL ENDOWMENT FOR AMERICA'S iEIG130FH000S

ORIGIN OF FROPOSti.

This proposal was generated by members of the National Neighborhood
Coalition, a membership association of national and regional organizations
which are itf"erested in the progess of community -based organizations in
urban neighborhoods and rural areas; the Coalition primarily includes
national g cups headquartered In Washington. In identifying the
priorities of its neighborhood constituency groups, the Coal ition singled
out financial support and direct federal grants as one of the highest
concerns of community -based organizations. Realizing the limitations of
earl ler federal programs and conscious of the national commitment to
reduce the federal deficit, the Coalition sought a new approach to federal
participation that would not require an annual appropriation from the
federal budget. The proposal for the National Endanment for America's
Neighborhoods is the result.

GOALS FOR A NBf MCGRAW

The Coalition identified several goals which a proposal for a new program
should Incorporate:

1. Direct federal financial support;
2. Patching of federal funds with private money at the national level as

well as at the local project level;
3. Financial support for a wide variety of activities;
4. Responsiveness to the initiatives and needs of neighborhood groups

(in contrast to programs which dictate categories of activity or
specific approaches);

5. Insulation from change of Administration or partisan poi !tics at the
federal level cr direct intervention by individual legislators; and

6. Structure so that decisions can be influenced by the constituency
which benefits from the program.

WE RIOFOSE NW

A. That the legislation be introduced in Congess; and
B. That a broad scale and deliberate progme of publ is education be

organized about the proposed legislation.

7
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THE NATIONPL MO:WENT FOR AWRICVS WIGRIOPHOODS: A SUIffRY

The National Neighbcrhood Coalition has drafted a proposal fcr the *stabil stment
of new federal ly-sponscred orgailization called the National Endowment for Marica's
Neighborhoods. This Endearment would be gmerned by a Board of Directors cppointed by
the President and the Congress. It would prow ids financial support for quallf led
community ergenizations in urban neighborhoods and rural communities for a wide range
of activities. The federal Uremia! eceoltheent would be a one time financial
contribution which would be matched by private and local funds.

The Proposal's 'Preamble" and "Findings' set forth the background and rationale
fcr this legislation. These are philosophical sections which prowide a frameocrk fcr
everything else In the proposal. These sections attempt to come as close as possible
to actual legislative language.

The 'Purpose" section of the proposal outlines the goal s of the Endowment to
pre:wide financial support for a wide variety of corounity-initiated activities under
the direction of en independent governing board which administers the Endowment.

The "Structure" section proposes that the Endowment be gorerned by a nineteen
member Board with six-year terms; these terms would be staggered so that there Is
continOly on the Board. The Board will be appointed by the President; one third of
each set of appointments must be drain treat a I ist proposed by the Senate President
pro tomptre and minority leader, and one third from a list proposed by the House
speaker and mincrify leader. Nine members of the Board must to selected from the
staff or membership of corounily erGenizations that are eligible for assistance from
the Endeement. The remaining Board members may be selected Iran a breed range of
people interested In neighborhoods. The Board Is empowered to f ill vacancies which
occur on the board between apeolrn, as, and will elect Its awn off lairs. The Board
Is authorized to hire a President who will direct the staff, and to promulgate
regulations and procedures fcr the operation of the Endowment. Board ambers will
serve without salary but will be compensated for expenses and fcr time spent at Beard
meetings In the same manner as anbers of othce corporate boards established by
Congress. After private matching funds hews been received, a "donors forum" will
elect an additional five people to the Board.

The "Act' t 'es" section gives the Endowment full cmporate paters so that It
can carry out its authorized progran. These include establishing regulations for the
Endowment and the grant program; making grants to neighbotood crGenizations; and
using up to 10% of its funds f cr research, technical assistance and training.

The "Grant Program" section describes a flexible program with treed el igibil ty.
The criteria for activities which will be eligible Is established to include all
activities except those specifically eliminated. The crGenizatIons which are
eligible to apply under the program are also described very broadly, but limited to
cormunity-based erGenizations which ham a geographic focus end are representative of
and accountable to the people of that geographic area. A competitive criteria is
suggested for selecting grantees from among These which are eligible end which hare
planned to undertake eligible activities. The seventeen criteria I lotted In the
proposal would guide the Endowment In formulating more speecif lc grant selection
rating criteria.

Unlike other "National Endowments," the elation,' Endowment for Merin', s
tioighbcrhoods would be en actual trust fund with a "corpus ". The one time federal
contribution would be cram down over several years based on the contribution of
matching funds. After that one-time contribution, the Endowment would not receive a
federal appropriation but would operate on the earnings of the trust fund.

II

78-541 0 - 87 - 24



722

FROP3SPL FOR 1HE NATIONAL END:Wen FOR AWRICIPS 161614301liCODS

A. Preamble

I. Whereas the qual ity and vital Ily of American society Is determined by

the condition of Its neighborhoods, the nelyhbcrhood coolstittrtes a key

to the social, cultural, economic, and political fabric of the country.

2. Whereas maw nelpAbcrhoods are confronted with metier problem such es

lack of employment, decent housing, and I halted services, the residents

are faced with social eoancenic and political problems resulting from

events and actions beyond their control.

3. Whereas urban neighborhoods and rural communities are basic units for

self - governance and citizen participation, neighborhoods and rural

communities and their organizations seek I* kt self-sustaining and

Independent mechanises that work In concert with federal, state,

and local goyerratent actors.

4. Whereas the urban neighborhood and rural ccematolty level provides the

most appropriate scale for the operation of maw public services and

programs, neighborhood and conao.ity organizations can effectively

serve the varying social, cultural and economic reeds of their

residents.

5. Whereas maw federal prog-ans and funds era poorly targeted to intended

beneficiaries In low- Incase nelyhborhoods, the ineolvament of

neighborhood organizations makes it easier to focus socic: service,

housing, economic developtent and other resources to intended

benef icier:es.

6. Whereas neighborhood people and organizations are fully capable of

planning and Implementation, neighborhoods with limited resources

need to be able to harness outmide private and public resources to

economically maintain and Improve the neighborhood.

-I-
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7. Whereas the &tart:rating condition of raiglbcrhoods Is a ratioral

problem, the federal gcvernment has a responsibility to preside

resources to strengthen neighborhoods.

B. Confessional Findings (proposed)

The Congress f Inds that:

1. Urban neighborhoods and rural calamities and their organizations are

vital to the welfare of residents by presiding an errelrormant to meet

basic human needs end and opportunity for personal forth and

e nr I ohne nt.

2. li-Igibortbood and commtmity crganizatIons provide a vide array of

activities and services for their coal:unity Including crime prevention,

heal th, hausi ng, and canonic Level opent, which ul ft moiety benef It

AterIcan society.

3. Urban neighborhood and rural cm: unity crsenizations have undertaken

Innovative and targeted activities to benefit I ow-Incone residents.

Thew activities and services complement the resources of goverrment.

4. A targeted mechanism that can harness private and public r.ssources to

beraf It lot- end moderate- Income ralgiho-hoods Is taeded to help

neight.crhoods became Bore self sustaining and contribute to the

cveral I veal th of The United States.

5. kw ccrperations, foundations, private Individuals and state and local

governments are interested In Joining with the federal government In

supperting neiGhbcrhood vliallty.

6. Sacral federal programs and many local privately folded efforts have

shorn the effectiveness of small amounts of direct, rational Mandel

support to locally Initiated neighborhood rev !MA irr.t:on efforts.

-2-

747



724

C. The psrpose of this Act Is to estabi IAA National Endswasnt for America's

Neighborhoods limit

1. will support an array of 'moieties activities designed to improve

The social, economic and cultural fabric of urban and rural

communities;

2. erlI I be flexible in responding to neighborhood needs and etc ! harness

private sector and fedora!, state and local goiernaent resources in

order to benefit neighborhoods;

3. will have an independent spverning board appointed by the President to

serve as the decision-making unit for the Endearments and

4. will not require an ongoing annual appropriation in the federal budget.

D. Structsre of the National Endowment for America's Neighborhoods

1. The Endowment shall establish a Trust Fund, the earnings }ran which

shall be used to support the activities of the Endowment. The

federal contribution to that Trust Fund shell be made over five f !seal

years, each year's aloud conditional on the Endowment having binding

committments for the required match of privets and local money.

2. Appointment

a. The Board of Directors of the National Endeiment for America's

Noighbc hoods shall be composed of nineteen (19) members appointed

by the President, six of wham shall be appointed from among the

recommendations made by the Speaker of the House of Representatives

(in consultation with the minority leader of the Nouse of

Representatives), and six of wham shell be appointed from among

the recommendations made by the President pro tampore of the

&trete, In consultation with the majority leader and minority

leader of the Sainte.

-3-



b. Each of the Individuals making recommendations to the President

regarding appointments shelf seek to athlete balanced o tobershlp

representing to the maxims practicable, the Nation es a whole.

e. the President's Initial and subsequent appointments should Insure

that no less than nine embers are selected fray the staff c

ecabership of cgenizations that are elegibl for assistance frog

the National Endowment fc Merles's Neighborhoods.

d. Other Board embers shall be selected from the broad range of

people and organizations interested In neighborhoods, Including

but not I hilted to representatives of rational cganizations with

casmunliy-based af f II fates or members, regional and lace! technical

assistance prodders to nalghbcchoods, philaniropic and voluntary

cgenizations, iccal esd state goverment*, erwirormental

cgenizations, civil rights and minority crgenizations end

aanized business groups. At least three embers shall reflect

potential donc groups.

e. In the third year, the Encbwment shell create a mechanism by which

63ncs to the End:arrant e'er than the federal goverment may

participate In the elect, x1 of f Iva clones representatives to be

added to the nineteen mcml> r board.

3. 11:: Office

a. hen the Board Is °stab] !shed ;Ix seaters shall be awl nted.f cr

two year terms, six embers Mali ;:e appointed for four-year terns

and seven eerabors shall be appointed fa' six-year terms. Two

ambers dram from the recomendetions of the Speaker of, the House,

as well a: two drawn fray the reccamendatIons of the President Pro

Taspere of the Serrate shall be appointed for six-year terms, end

two s* ea be appointed fcr far-year terms.

-4-
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b. Upon aspiration of these initial twos, the Presicktri shs..I appoint

new Board members f cr six-year tents, selectrd In the use

manner In which the crIginal appointment was made.

C. Viewer a board poiltIon Is left vent befcr Its term has

expired, We to the resignation, Incapacity a' Inactivity of
the board member, or for any other reason, the Board Itself
may select a ram board member for the remainder of the unexpired
term.

d. A Board maater who has served six years err mae on the Board shall

not be eligible for reappointment to the Board. A former Board

ember who has not served on the Board for a period of at least

one year shell be eligible for appointment to the Board.

a. The cbncr representatives shell also serve staggered, six year
terms.

4. Officers

The board members shall, from among their ranks, select a ChalrFervon

end other Board officers as dawned rncessary.

5. (ponsatl on

Members of the Board shells I) receive compensation at a rata equal

to the Jelly equivalent of the rate prescribed 1 cr grade GS-IB under

Section 5332 of Title 5, for each day that they are engaged In the

performance of their duties on the Board. and 2) be allowed trowel

expenses, Including per diem In I leu of subsistence, in the same

manner as persons employed Intermittently In Goverment service are

et loted expenses elder Section 5703(b) of title 5, for each day that

they we et at }roe their hones cr regular places of business In the

Ferf crmance of their duties on the Board.

-5-
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E. Authorized Activities (Powers of the Endowment);

1. The Endowment Is erganized to make grants to local voluntary organizations for a

variety of self -help activities according to procedures and announcements that

the Endowment will publish In the Federal Register and other appropriate public

caesura cat! on channel s;

2. The Endowment may establ ish a calendar of rants availability whether by a

regular schedule, or by periodic deadlines;

3. The Endonneni may ester' ish from time to time categories of activities or program

areas for individual grant cycles; the Endowment may enter into contracts or

cooperative areenerrts and make grants for technical assistance, training,

research, and evaluation activities as long as the emulative amount so

committed does not exceed 10% of the annual appropriation for the progran;

4. The Board of Cirectors of the Endearment shall hire a president and staff to

adninister, pro:mate and leapt anent the policies for the program that are

established by the board;

5. The Endowment is authorized to accept gifts, grants, bequests, endowments, and

any other form of monetary or property donation, and may car:Anglo federal funds

with those received fran other sources;

6. The Board of the Endowment may authorize the President of the Endowment to

appreae, without prier Board appreaal, grants up to $25,000 which fall within

gui del Ines estabi i...xl by the Board; such wants w II I be reported to the

Board at Its subsequent meetings;

7. Grants made by the Endowment shall be exempt fr., Off ice of Sanagernerrt and Budget

(0)43), Circular A-95: intergoeerrmental Review, and 019 Circular 112: Unitary

Audi t;

8. The Endowment shalt report to Congress every two years even though the

authorization is for f ive years;

9. The Endowment shall be subject to suit and shall have the per to bring suit

for tort and contract liabil ity.

-6-
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F. &cwits Program

1. Eligible Activities

e In order to respond to local initiaties by voluntary non-

governmental organizations, the Endament Is evriNcrIzed to

support through grants, contracts, and cooperative ea extents,

a wide range of activities. Fran 'Kee to time the Endareant may

publish in the Federal Register a specif is range of activities that

will be considered for a specific grant offering but at no time

shell the total offerings of the Endowment be so desa.lbeA to

preclude an organization free proposing and having considered fa'

funding an activity that does not fall into one of the offered

categories or one of the prohibitions below.

b. Certain activities are prohibited, hooevers

(1) Public wcks in urban areas, except as related to specific

carmunity housing and Go:manic development projects benaf !tins

residents of the local can unity served by the crgenization.

(2) Activities directly related to support of a candidate for

public office.

(3) Sal arses of publ lc off icial s or ampl ogees of units of government

a- their subsidiaries and affiliated organizations.

c. When purchases of equipment are authorized under the terms of

a particular grant, that equipment shall be exempt freer the rules

of goverment oenership and shall be the full and permanent

possession of the grantee organization.

2. El igible Appl icants

Any voluntary, non-goverrenerrtal organization Mat I be eligible for

grants under this program ;raided it meets the folio/pig requirements

and the activities it proposes also meet the requirements of the irocyem:

a. The applicant organization must hare a specific geographic focus

-7-
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and Inc! ude ce be open to al I residents who I ive within the

geographic area;

b. The appl icant organization must have some clear mechanise of

accountability to the residents of the peogaphic eree;

c. The appi (cant crganizations must le representative of minorities

of the Geographic eree; and

d. The applicant a..1nIzatIon must be not- far - prof it with fiscal

accountability whether or not the organization Is Incorporated.

3. 0-Ita-la fa- Selecting Grantees

a. All applicants to be selected must meet the eligibility

requirements I isted above.

b. All activities proposed under the Fog-am cast meet the

requirements fa- eligible activities described abaci.

c. Applicants and activities must meet the other requirements

described by the Endowment In the Federal Register fa- particular

offerings that are made from time to time.

d. In addition to these minimal requirements, Grani-es will be

selected and the mount of the Tent /ward will be determined on

the basis of a competitive rating scale which gives equal weight

to the following fasters;

(1) the extent to which the federal resources are matched by other

resources of the geographic community served by the organization;

(2) the degree to which the federal resources are matched by other

resources proportional to the ability and resources of the

community served by the appl leant organization;

(3) the degree to which the activities Proposed ere well thought

out, well-planned and coherent;

-8-
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(4) the degree to which the a-ganizertIon ay idance4. the capabil Ity

of initiating, managing and end toting the activities proposed;

(5) the degree to which the neighborhood suffers Irma a high degree

of econcmic distress as evidence° by an area tine:spiv/sent rate that

exceeds the nations! unemployment rate;

(6) the degree to which the neighborhood has serious housing

problems as evidenced by the proportion of substandard and

detricrating housing within the ccemunity;

(7) the degree to which residents of the retgiberhocd have

iredequate services, especially services which address basic human

reeds within the area;

(8) the degree to which the neighborhood faces disruption a- irkriry

frail actions initiated fray outside the cox unity which cennot be

addressed effectively with resources which are available locally;

(9) the degree to which the proposed activity add-asses the most

serious reeds of the reigdcr'ood;

(10) the degree to which the activities proposed particularly

serve lot- and moderate-Income residents of the geographic

camunity served by the organization;

(11) the degree forbid the activities proposed beret it the

otherwise disadvantaged minorities of the comunities served by

the organization;

(12) the degree forbid the activities prasote harmony and

cohesiveness between various sub-g cups of the residential

population of the area served by the organization;

(13) the degree to which the people affected by the proposed

activities were lad ved I n the planning and appl !cation pr mess;

-9--
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(14) the &Toe to which the activities pranone the pun tc welfare;

(15) the degree of planning and cocrdlastion with units of local

itoverreled, where appropriate;

(16) the degree to which the proposal In inntmative In involving

people In the solution of cart:unity problems; and

(17) such other alteria as shall be astabi ished fran time to time

by the Beard and /a' staff of tie Endaenent appropriate to the

purposes of the End:weed and the particular offering or ;reef

category being considered.

4. Achinistrative Requirements

The Beard shall insure that two-thirds of the mount of funding

raided under the greet:. program will be made to frrips in low- and

moderate - Income neighborhoods.

-10-
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NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION
MOO Massachusetts Avenue. NA. %Wellington. DC. 20036
Teeptvene: (202) 857.9500

0:tober 5, 1987

The Honorable Alan Cranston
United States Senate
112 Hart Senate Office Building
Washington. D.C. 20510

Dear Senator Cranston:

I am writing in response to your request for our suggestions as you
prepare major housing legislation for introduction early next year. The
National Rural Electric Cooperative Association (NRECA) is the national
service organization for the approximately 1.000 consumer owned rural electric
systems which serve about 25 million people in 2.600 counties within 46 states.

I share your feeling that now is a very appropriate time to reassess our
housing policies and programs and design a strategy for the 1990s and beyond.

Our specific comments are as follows:

1. ANY NATIONAL HOUSING INITIATIVE NUS* LUCE A CLEAR FOCUS ON RURAL
HOUSING NEEDS.

Approximately 56 million people, 23.5% of the population of the United
States, live c-tside of metropolitan areas. Many of these people live
in quite remote a.as and, as a result, do not have the same access as
the urban population to health care, housing, education and employment
opportunities. To some extent this 'lack of access' is an inherent
disadvantage of persons living in rural areas. gowever, there are
several other rural disadvantages currently being experienced which
are not inherent. Many of these have worsened dramatically during the
1980s.

Substandard Housing: Although only 23.E% of the U.S. population
resides in nonmetropolitan areas, these areas account for almost
half of all housing in the 'severely inadequate' categor,.

Shortage of New Housing: Construction of new housing in rural
areas is now taking place at a rate insuificient to meet demand.
This problem, which is described in- detail in a 1986 Congressional
Research Service report, is directly related to the inadequate
availability of private credit for rural home construction.

7 d 6



733

The Honorable Alan Cranston
October 5, 1987
Page 2

Rural Poverty: Throughout this century, a disproportionate share
of the nation's poor have resided in rural areas. As of 1985
rural areas had a poverty rate of 18.3% as compared to 12.7% for
metropolitan areas. Since the recovery from the recession of the
early 1980s, the poverty rate in metropolitan areas has fallen,
but the nonmetropolitan rate has not.

Job Growth: since 1979 the number of urban jobs increased by 13%;
in rural areas the increase was less than a third of this -- only

4%.

Particularly hard hit were those rural counties dependent upon
natural resources and manufacturing:

- Employment declined by 9.5% in counties dependent on mining and
energy extraction.

- Virtually no growth occurred in agricultural counties.

- Manufacturing counties registered only 2.7% growth.

Unemployment rates in nuometro areas have bEn above those of
metro areas during each year of the 1980s -- a reversal of
historic patterns.

Population: During the 1980s rural population grout/. has slowed

and is now below urban growth. This is in contrast to the 1970s
when rural areas, for the first time in more than a century, grew

faster than urban areas. This slow-growth reflects major problems
in the performance of the rural economy and signals a return to
the generalized rural declines of the 1950s and 1960s.

The poor performance of the rural economy during the 1980s has
occurred as the result of economic dislocation and associated
structured change as industries responsible for much of the rural base
(agriculture, natural resources, mining and low skill manufacturing)
declined, and service industries (concentrated in urban areas)
expanded. Along with this economic dislocation has come financial
strain for individuals and households. Substantial data and research
are available on the economic factors affecting rural America. We

suggest that you consider this information as you develop a national
housing strategy.

If the condition of rural America is to be turned around, attention
must be given to correcting those problems which discourage industry
from locating in rural areas and people from living there. A very key

factor is the quality of life in a community. Quality of life
considerations revolve around many factors, such as the adequacy of
infrastructure resources in the areas of education, health and other

public services. However, housing is a key component of any quality

of life judgment. if a community has available adequate quality
housing at reasonable costs, it is much more likely to attract now
industry than d community which does not. Worse yet is a community

7 4 7
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The Honorable Alan Cranston
October 5, 1987
Page 3

without adequate housing which alsc lacks the ability to finance,
construct, and place into service needed additions or improvements to
its housing stock. We urge that you carefully consider the role
played by housing in economic development and include provisions in
your new initiative which create a positive climate for rural
development by encouraging a dynamic housing environment in our rural
communities.

2. INCREASED EMPHASIS SHOULD BE PLACED 08 RURAL ECONOMIC DEVELOPMENT AND

MAJOR EFFORT SHOULD BE UNDERTAKEN TO IMPROVE THE DELIVERY OF FEDERAL
PROGRAMS TO RURAL AREAS.

NRECA believes that the present federal programs for rural development
-- including rural infrastructure, housing, and business development --
should be consolidated.

the present federal system of rural program delivery is often
confusing, overlapping and inefficient. We recommend that a major
study be undertaken of the most effective method of combining these
programs in order to improve the focus on economic development and
maximize the federal assistance provided to rural areas.

Until such a major restructuring and refocussing has occurred, NRECA
strongly supports the continuation of WA's existing housing programs
and their funding at adequate levels.

3. THERMAL STANDAPOS SHOULD BE THE SAME FOR MOBIL HOMES AS FOR SITE BUILT
HOMES.

Most mobil homes now being built do not have the same levels of
thermal standards as new site built housing. As a result energy bills
are unnecessarily high and burdensome for many mobile home owners --

often low income households.

The Department of Housing and Urban Development (HBO) has established
standards for manufactured homes. Egwever, these HUD standards are
far below those required by HUD for site built homes that carry
federally insured mortgages. They are likewise below state, local and
regional building codes.

For two decades NRECA and rural electric cooperatives throughout the
nation have been urging higher thermal and construction standards for
mobile homes. We have testified before Congressional and governmental
committees. We have written letters. We have made nunerous contacts
-- with Congress and manufacturers. But to date owner; and occupants
of mobile homes do not have the same kind of thermal standards
protection that is given to owners of site built housing.

The issue of thermal standards for mobile/manufactured housing is
especially acute in areas served by rural electric cooperatives, where
a significant portion of the nation's low income families reside. As
a consequence, a very high percentage of the new homes in rural
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The Honorable Alan Cranston
Ocober 5, 19B7
Page 4

America a-e mobile or manufactured, and many of these continue to be
poorly built from an energy efficiency standpoint. In some areas, as
many as 25% to 40% of new homes being served by rural electric
cooperatives are mobile homes.

Energy bills for people living in small mobile homes, built to minimum
standards, are frequently 40% to 60% greater than equivalent homes
built to site built housing standards. This is a terrible
discrimination against the low-income and elderly people who often
have no choice but to own or live in mobile homes.

The time to give attention to 4 rmal efficiency is when the house is
being built. Retrofitting to improve the thermal efficiency of the
building envelope is expensive -- and almost impossible in a mobile
home. Yet the cost, during construction, to add the necessary
insulation which would increase thermal efficiency to acceptable
levels is far less and is cost affective.

Therefore, we urge that you carefully consider this important matter
as you develop new housing legislation and that such legislation
mandate that thermal requirements in newly constructed manufactured
homes be equivalent to the requirements applicable to site built
housing.

4. MODERATE INCOME HOUSEHOLDS SHOULD BE ASSISTED.

Specific programs should be developed to meet the housing needs of
moderate income people. These families with incomes too low to
qualify for private financing and too high to qualify for loans from
the Farmers Home Administration are often frustrated in their attempts
to achieve the goal of homeownership and/or acceptable quality
housing. Modest levels of assistance could open housing opportunities
to this group which too often 'falls between the cracks' of present
housing programs.

5 THE SERIOUS PROBLEM OF PREPAYMENT OF RENTAL HOUSING LOANS MUST BE
ADDRESSED.

We are concerned by the significant number of prepayments of FmHA
rental housing loans during the past few years, partly as a result of
the drop in interest rates. The purpose of these subsidized loans is
to encourage the development of moderately priced rental units. When
these loans are prepaid and there is a conversion to higher priced
units, the purpose of this program is subverte. and the stock of lower
priced units is dangerously reduced.

We recommend that housing legislation address this serious problem.

6. CENSUS DATA MUST BE PRESERVED.

Solid statistical data on housing trends and the condition of the
nation's housing must be maintained. Informed policy and legislative
decisions require correct and comprehensive information.
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We feel that attempts to cut survey costs by further reducing data
collection and analysis would, in the end, increase costs and make
decision making more difficult in this extremely Important area of our
nation's wellbeing.

7. ROLE OF RURAL ELECTRIC COOPERATIVES.

Rural electric cooperatives are community based. consum, owned
organizations with deep roots in their communities. They provide
service to 25 million people in 2600 of this nation's counties. Rural
electric cooperatives employ about 58,000 people -- managers,
engineers, accountants, linemen, office staff -- and there are some
approximately 9,000 community leaders who serve as directors (elected
by their fellow member consumers) on these co-op boards. Rural
electric cooperatives form a powerful network that covers our
countryside.

NRECA believes very strongly that these cooperatives can play an
integral role in revitalizing rural America. They have the skills and
a firm commitment to their home communities.

Let me suggest that in developing a new housing initiative that you
give serious study to using the rural electric cooperatives to assist
in delivering federal programs to rural areas. Our experience is that
the REA model of federal/local partnership has worked extremely well
in bringing electricity and telephone service to rural America. We
believe that this successful model should be studied and expanded upon.

Let me end by reemphasizing the first point made in this letter: that ANY
NATIONAL HOUSING INITIATIVE MUST INCLUOE A CLEAR FOCUS ON RURAL HOUSING
NEEOS. Our citizens must not be limited to the confines of metropolitan areas
in their search for suitable employment ppportunities and adequate housing.
Our challenge is to foster an environment in which all areas of our nation can
develop and prosper. A policy which creates opportunities in rural America
can help to stem _he present rapid pace of rural outmigration and thus assist
both our rural and urban communities.

We appreciate this opportunity to express our thoughts as you prepare for
a new legislative initiative. An identtcal letter has been sent to Senator
Alfonse O'Amato.

f'

Sincefey,

C:."")
J

Bob Bergland

Executive Vice President

BB:dfs
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NEIGHBORHOOD REINVESTMENT CORPORATION

HOUSING POLICY RECOMMENDATIONS

INTRODUCTION

We thank the Housing Subcommittee of the Senate Committee on
Banking, Housing and Urban Affairs for an opportunity to provide
input on a new national housing policy.

The Neighborhood Reinvestment Corporation and its
predecessor organizations have been working with a unique
partnership of financial institution and other business leaders,
neighborhood leaders and local governments since 1970
revitalizing declining neighborhoods and producing affordable
housing. Our local partnerships which serve 237 neighborhoods in
137 cities and towns in 42 states, the District of Columbia and
Puerto Rico have often worked with existing federal housing
programs, but have also created many new housing and community
development tools. We hope our experience can be helpful to the
Committee in its work.

We have grown increasingly concerned about the effects on
lower income neighborhoods of the increasing costs of
homeownership and rental housing. In addition, the Tax Reform Act
of 1986 and the outlook of increasing numbers of HUD subsidized
rental units escaping use restrictions seemed certain to worsen
the situation with regard to rental housing. Therefore, the
Neighborhood Reinvestment Corporation commissioned Dr. Phillip L.
Clay, Associate Professor, Massachuset's Institute of Technology,
to document the impact on lower income households of likely
losses of rental units. His study, At Risk of Loss: The
Endangered Future of Low-Income Rental Housing Resources which
is appended to these recommendations, projects a broadening gap
between the number of low-income households and the number of
housing units they could afford to rent. A similar projection
could be male for moderate-income households and in many
regional real estate markets, for middle-income households as
well. Lack of production of new units for owner occupancy or for
rental, affordable to the bottom half of our income spectrum,
accompanied by rlwth in the number of households needing them
(caused in part by a reduction in household size), has put an
enormous premium on existing low-cost unsubsidized housing
stocks. Truly, the "trickle down" process has been replaced by a
"filter up" process.

The projected gap between 17.2 million low-income households
and 9.4 million units they can afford to rent implies that if
nothing is done to change t. is course, by the year 2003 (just 16
years from now) 7.8 million low-income households will be rent-
burdened, overcrowded, occupying substandard housing, doubled up
with other households, or outright homeless. This and the
accompanying prospect of the destabilizing tendencies which may
be produced by Tax Reform's ,side effects in soft markets and
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undesirable locations is likely to create a disinvestment
environment reminiscent of the sixties.

Neighborhood Reinvestment's work of revitalizing lower
income neighborhoods can be expected to be severely impacted if
such a scenario plays itself out. and the 1960's phenomenon is
repeated of displaced low-income households overcrowding
vulnerable neighborhoods, contributing to their `tipping' into
new cycles of disinvestment.

Within our pre*sent budgetary resources, Neighborhood
Reinvestment is already at work with Neighborhood Housing
Services (NHS), Apartment Improvement Program (AIP), Mutual
Housing Association network stimulating projects which will
preserve and expand low-rent rental resources, intervene to
prevent homelessness and house the currently homeless.

Our housing policy recommendations will range from
philosophical to detailed. They will include recommendations
related to programs administered by HUD and a vision of how
Neighborhood Reinvestment's work can contribute to improved
housing and neighborhood conditions for lower income Americans.

LIST OF RECOMMENDATIONS

I. Adopt an approach of field testing a variety of new programs
en a pilot basis, rather than implementing untried major-scale
prr Aams.

II. Accept the virtual elimination of tax benefits as a housing
stimulus and develop new subsidy vehicles, which are less subject
to distortion.

III. Adopt the recommendations for federal action contained in
our study, At Risk of Loss: The Endangered Future of Low-Income
Rental Housing Resources, by PhaTip L. Clay.

IV. Weigh the costs and benefits of providing subsidies which
will benefit targeted populations in perpetuity, rather than for
a limited period of time.

V. Continue the Community Development Block Gran. (CDBG)
Program, and expand it when fiscally feasible.

VI. Continue and expand support for Public Housing.

VII. Expand Neighborhood Reinvestment's secondary market fir low-
interest loans.

VIII. Support a pilot program for expansion of Neighborhood
Reinvestment's Mutual Housing Association network.

7 ID
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RECOMMENOATIONS

I. Adopt an approach of field testing new programs 06 a pilot
basis s.rather than implementing untried major-scale program
A national housing policy for the tinal decade of the twentieth
century will be of necessity a transitional policy. A policy
guiding a transition in housing economics, a transition in
governmental roles, a transition in fiscal capacity. Rather than
implementing a grand new design, we recommend that the policy- -
both of fiscal necessity and for prudence sake -- establish a
broad future course and extend a series of new approaches cc be
tried and tested in today's complex, rapidly changing real world.

II. Accept '`e virtual elimination of tax benefits as a housing
stimulus an velop new subsidy vehicles, which are less subject
to distortion.
Tile Tax Reform Act of 1986 is, of course, an important
determinant of the unfolding housing environment. However, it is
our opinion that while the Act removed many tax advantages to
private housing producers and rental housing operators, and the
removal of these incentives will in the short run add to problems
of housine.1 availability and affordability, this does not justify
a rolling back of these reforms. Greater efficiency and economy
of private housing production and management may be one of the
results of the reforms, and another will be the elimination of
the distortion of programmatic intent which frequently
accompanied this indirect mode of providing subsidies. Living
with the reforms will challenge a new national housing policy to
confront the subsidy questions head-on, rather than being able to
hide them in reduced Treasury tax receipts, and will require
consideration of who, if not the private sector, should fill the
vacant market niche between the market which can be profitably
served by the private sector and the market served by public
housing.

III. Adopt the recommendations for federal action contained in
our study, At Risk of Loss: The Endangered Future of Low-Income
Rental housing Resources', by Phillip. L. Clay.
The study projects that losses iii tne federally-assisted stock
can be expected through property disposition practices,
expiration of use restrictions, expiring contracts, transfer of
ownership of subsidized projects and sale of public housing
units. While acknowledging data problems, the report concludes
that it appears that as many as half the assisted units are on
course to be lost to low- and moderate-income use in the next
decade, with additional losses by 2025," with the actual loss
depending on market conditions, public pol,icy, and calculation
by owners of what their best interests are." Where these losses
in the stock cf subsidized housing occur in tight markets,

1Clay, Phillip L., At Risk of Loss: The Endangered Future of
Low-Income Rental Housing Resources, Neighborhood Reinvest-MY
Corporation, Washington, D.C., Hay 1987. p. 18.
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already suffering the results of the diminution of the affordable
unsubsidized stock, rental subsidies will be of little use to
displaced assisted housing residents. Accordingly, it is our
conclusion that production assistance will be required in many
markets, as well as rEFE-TUbsidies, if major displacement is to
be avoided.

The report includes the following recommendations for
federal action:

I. The federal government should commit to mafntainin
project-based subsidies on ali projects Ti tne
subsidized stock when required to maintain
affordability.

The recommendation does not suggest a particular level
or form for this assista'c' other than that the
assistance be made to the proJec" not the individual
tenant. (Vouchers and other dire% , aid ought to go to
tenants in the unsubsidized stock or where there is
credible evidence that the poor are able to find units
available on a non-discriminatory bacis.) Housing in
the various programs will require different treatment
... The older projects, in most cases, will require
less assistance while the newer projects, those needing
major repairs, and those serving low income families in
weak markets, will require more assistance.

***

Besides funding to keep projects viable and affordable,
a commitment of this support has another purpose. It
is to send a message that there is a national policy to
save the stock of housing at risk. It is a message
that needs to come early, to be unambiguous and part of
a strategy. It should also have an appropriate set of
standards to serve as disincentives to slum operators
or those who would underwrite their activities.

Finally, the assistance should, to the maximum extent
possible, be "front end" assistance so as to a% 'd
open-ended, expensive, and inefficient use of pub. :

funds. Needless to say, such assistance should be
contingent on firm assurance of long-term benefit to
the needy.

2. The federal government should use existing
authority and should request additional authority to
provide incentives to owners of the assisted stock not
to take advantage or options to which they are legally
en tied but whicn threaten the loss of the units to

atfordable stock.

HUD cannot renege on contracts and agreements nor
prevent owners from exercising options to which they
are entitled. But just as the future of a fraction of
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this subsidized stock is not clear to us, this
uncertainty applies to the owners as well. For that
reason, they may be responsive to incentives to keep
housing affordable.

* * *

3. The federal government should promulgate
regulations and provide assistance to increase the
opportunity for communit; and nonprofit groups or, if

appropriate
acqu re and manage the subsi ze ous ng.

Nonprofit groups, like for-profit investors, have a
mixed record in terms of the stewardship of the
subsidized stock. The failures on the part of the
nonprofits, however, are rarely deliberate efforts to
subvert the purposes of the program and are more often
the result of overwhelming circumstances (such as the
energy crisis) or inexperience. As a source of long-
term commitment to low- and moderate-income housing,
community housing developers represent the major
potential sponsor that can be counted on. Such
confidence should not be based on sentiment, however.
...[T]he lower costs at whit; capable nonprofits can
provide housing and the long term commitment to the
poor are powerful reasons for encouraging their greater
role.

***

Our confidence would be strengthened considerably,
however, if these organizations were given support in
building their capacity and if they were part of a
local, regional or national network of nonprofits.

***
The aim of federal policy ought to be to increase the
capacity of these organizations. By increasing their
capacity it would allow them to take over same of the
subsidized stock, enter into partnerships with for-
profit companies, try new ideas, or provide development
services (i.e. construction management, etc.) as part
of a larger housing delivery system.

Those groups can also take advantage of opportunities
to form cooperatives or mutual housing associations or
to create ptoperty management organizations. To play
this role requires the federal government to support a
national program of capacity-building.

***

4. Spon 's who have a poor record in past dealings
should be excluded from further participation in
grograms. Preferred status should be accorded to
developers who have an excellent record in their
previous experience and to teams iEWTrepresent viable
nonprofit/private partnerships.
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The conservation of the subsidized stock is a venture
that requires the utmost caution in implementation.
There are in each community sponsors who have widely
recognized and well documented records as irresponsible
owners and sponsors of subsidized projects.

HUD has been criticized for allowing such sponsors to
continue to participate in federal housing programs. A
federally-led effort to save this housing ought to
include strict sponsor performance standards and an
assessment of past records so as to separate out the
'bad eggs.' Almost any policy undertaken to preserve
subsidized housing will have provisions which can be
abused and which, if abused, will undermine the
project.

5. The federal government should develop a plan to
'address the issues raised in this report.

There are a variety of issues, the meaning and
implications of which have been newly transformed by
expiring uses and contracts, changes in the tax law,
underwriting practices, etc. Owners, prospective
investors, tenants, state and local officials, and
others need clear signals for what they c n expect from
the federal government so that the ewe cise of their
choices can be fully informed and hopefully more
consistent with national policy.

***

In developing this plan, the federal government should
consult and take into account the role that state and
local governments can play and the roles that are
consistent with the community and resident interests.
There is, in local communities, a great deal of
experience gained in recent years rescuing troubled
housing, forming partnerships, and designing incentives
for local developments. This experience, while
considerable, has not been directed to the federal
stock. The federal government will have to learn from
that experience and will have to develop with these
local ?layers arrangements for joint action, which in
some cases may involve wholesale disposition of housing
to those state finance +ciencies that have a good track
record underwriting and overseeing production and
redevelopment of multifamily housing.

***

6. The federalppropriate
mechanisms for re nanc n subs zed or formerl
subsidizedoeseProecsexperience
turnover or need refinancing in connection With the
issues raised in this report.

As pointed out in Chapter [of the report], the

756
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changed environment for real estate finance will make
previously acceptable urban real estate and
reinvestment projects appear too 'risky.' This will be
t.speclally so where efforts are made to keep the units
affordable. Reduced tax benefits and more conservative
underwriting standards will also contribute to a poorer
competitive position for low-rent housing in the
capital market. When this poorer competitive position
is recognized by investors and owners, it encourages
behavior on their part that is nat supportive either of
helping the poor or of maintaining the quality of the
housing stock.

Under these circumstances, the federal government,
through the Government National Mortgage Association
(GNMA) or some other mechanism, should assure that
adequate financing exists for projects which need it
and which are consistent with other proposals in this
report. Providing financing Is a separate matter from
any cons2ideration of subsidy which may also be
required.'

IV. Weigh the costs and benefits of providing subsidies which
will benefit targeted populations in perpetuity, rather than for
17117.7fra period of time.
We suppor tne recommendati:As in III, above. We urge, however,
with regard to the recomweadations for continuing subsidies and
incentives contained recommendations I, and 2, that
consideration be given to the relationship between the total cost
to the government of a subsidy or incentive to a private owner,
and the period of time this would buy use of the units for the
intended low- and moderate-income beneficiries. In some cases,
it might be more cost-beneficial to apply the same amount of
subsidy to the production of public housing or Mutual Honing
Association units, erd secure their use for the targeted
population in perpetuity. We also urge that greater
considerati be given to subsidies where there is a close
coherence of objectives among the subsidizer, occupants and
operating entity.

V. Continue the Community Development Block Grant (CDBG)
Program, and expand it when fiscally feasible.
In our work with Neighborhood Irdiiiiiii--gervices, Apartment
Improvement Programs and Mutual Housing Associations, we have
found the flexibility of the CDBG program to be unsurpassed in
tailoring housing and neighborhiod revitalization strategies to
local conditions. Any new national housing policy should
contnue this program and expand it when it is fiscally possible
to do so.

We are currently working with a number of local governments

2
Ibid., pp. 38-40
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and their NHSs and Mutual Housing Asst.ciations to add a further
element to this program's virtuosity: namely, opening our
secondary market to local governments so that they can sell loans
they have originated using CDBG resources, and use tlge proceeds
to expand their current community development efforts.

VI. Continue and expand support for Public Housing.
The Public Housing Program's 1.35 million units houses the
nation's poorest families. Roughly an equal number of families
are on waiting lists for public housing units. Housing for this
segment of our society is a critically important element of a
national housing policy, and is in our judgement, both an
appropriate role for government, and a role that prirate for-
profit and nonprofit housing entities would have cifficulty

In much of the United States, especially in large
cities,' any reduction in public housing units at the same time
that the total subsidized and unsubsidized stock is shrinking is
likely to add directly to the number of families living in
substandard, overcrowded conditions, and those that are literally
nomeless. We recommend that Public Housing be adequately
maintained, and that its expansion with new units be a high
fiscal priority.

VII. Expand Neighborhood Reinvestment's secondary market for low-
interest loans.
nTh",crigttccess of NHSs' work In revitalizing neighborhoods
hinges .n their revolving loan funds. Funeed by Neighborhood

Aent, local government and foundation grants, revolving
loan _aids can loan flexibly at rates from 0% to market, and
terms from one to 30 years, making feasible monthly payments on
rehabilitation and home purchase loans that are affordable to
low-income neighborhood residents.

The low-cost capital available for this purpose is in
limited supply, and in 1975 Neighborhood Reinvestment's
predecessor, the Urban Reinvestment Task Force, funded
Neighborhood Housing !,.rvices of America (01SA), a nonprofit
corporation establisheo oy a group of lenders, neighborhooi
residents and local got-ernment officials representing the early
NHSs to establish a natinnal loan purchase pool. In 1978, this
pool collateralited the first HHSA sale of notes to an
institutional investor, and the NHS network's secondary market

3See our report, appended to these recommendation:, A Report
to the Housing, Subcomvittee of the Senate Committee on Banking,
Housing and Urban Affairs on Low-Cost Capital Through Secondary
Market Leveraging, Neighborhood Reinvestment Corporation, May
1987,

4
Clay, Op. Cit., p.15.
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was born.5

As orthe end of 1986 the collective size of NHSs' Revolving
Loan Funds was nearly $138 million. Over 13,000 loans had been
made by HHSs, over 3,000 had been repaid and $34 million was
currently available for making loans.

As of the end of March 1987, $23,041.767 in loans had been
purchased from NHS programs by NHSA, replenishing their lendable
funds by a like amount. New commitments from institutional
investors through September 1987 brings total secondary market
resources to $39 million.

NISA buys loans from NHS's at par, with recourse. The
institutional investors (primarily large insurance companies) buy
the loan - hacked notes at below-market rates, and Neighborhood
Reinvests: L grants and charitable contributions fund the gap
between the average NHS rate and the below-market investor rate.

While this system has functioned flawlessly for linearly ten
years, it does suffer from financial limitations." Limited
private contributions of "leverage capital' to cover the above
.mentioned gap are typically targeted to specific cities leaving
many "have not" cities' access to the secondary market limited by
Neighborhood Reinvestment's resources. Additional funding for
this purpose would be leveraged approximately five-to-one by the
secondary market.

Local Government Loans

Low-interest loans made by local governments are
significant potential source of low-cost capitol in many cities.'
NHSA is currently discussing with a number of local governments
an unsubsidized purchase of such loans, and is working with the
Allstate Insurance Company on a $10 million purchase of such
loans. The low-cost capital this will pr..Juce is expected to
support the following activities by NHSs and Mutual Housing
Associations:

o Multifamily housing development, both rehab and new
construction,

o Rehabill'Ation and sale projects,
o Homeownership promotion projects assisting neighborhood

tenants acquire and rehabilitate vacant properties,

5
A Report to the Housing Subcommittee of the Senate

Committee on Banking, Ho yin and Urban ATTITFrFE176g7CFR
Capital Through Secondary tar e Leverag ng, e g or on
Reinvestment corpora ion, May 1987, p. 7.

6
Ibid., pp. 3-5.

7
Ibid. pp. 5 and 10-11.
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o Economic development and commercial revitalization
projects,

o Re-capitalization of revolving loan funds,
o Development of additional Mutual Housing Associations,
o In-fill construction on scattered sites,
o Construction of new homes in small subdivisions on

city-owned land,
o Purchase and rehabilitation of units for long-term use

by homeless families.

Experience to date indicates two limitations to this
important new housing and community development tool. First, few
local governments are prepared to absorb the substantial over-
capitalization required in these essentially market-rate
transactions; and second, Allstate has indicated that while it is
willing to accept the costs of development of such a vehicle as
an NHS partner, future participation would be limited by the
costs involved in multiple purchases of notes below $10 million.

Expansion of this valuable financial vehicle to any
significant scale, therefore, hinges on subsidy resources to
permit purchases near par of the local government loans, and
capital to permit warehousing of loans cpurchased to facilitate
sales of notes in $10 million increments."

Appropriations of $11.6 million in each of fiscal years 1989
and 1990 would establish a $10 million revolving working capital
fund and produce $20 million each year in low-cost capital.
Annual appropriations thereafter of $6.6 million would produce
$20 milliin in low-cost capital each year.

VITT. Support a pilot program for expansion of Neighborhood
ReinveaMint's Mutual Nc,using Association network.
In response to the projected severe lower income rental housing
shortage for the rest of this century and beyond, we propose a
pilot expansion of Neighborhood Reinvestment's network of Mutual
Housing Associations. A network of Mutual Housing Associations
located in communitie:. of need tnror.hout the United States will
be one bulwark against the envisioned results of this rental
housing crisis Autual Housing Associations can serve those
households which cannot be served by either the private sector or
by public housing. During the next two decades, there will be
hundreds of thousands of households in need of the services of
such a Mutual Housing Association networl.

In brief:
o A Mutual Housing Association is a new combination of titre

and tenure. The Association, as a corporate entity, owns
its properties, renting units to its member-. The meiEFFF
pay a capital fee to qualify for a unit (about 5% of the
value of the unit) which is returned with nominal interest

8
Ibid., p,11.
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when they move. Although members do not participate in
capital appreciation, they enjoy a voice in management andthe security of long-term tenure.

o A Mutual Housing Association is special in its form ofgovernance. Its Board of Directors is a
public /private /community /occupant "partnership". Occupants
of Association units and members waiting for units compose abare majority of the Board. The other members are
representatives of the communities in which the Association
operates, representatives of local and state governments,
and housing professionals and business people, strengthening
-he Association's management through their relationships andexpertise -- as a public service.

o A Mutua. Housing Association is a publicly-accountable,
nonprofit corporation with a mission of community
improvement and service to lower income households. It does
not operate solely for the benefit of its members.

o A Mutual Housing Association is r continuous producer ofhousing, including in its rent calculations a 'return on
public capital` dedicated along with any other financial
surpluses to future production.

o A Mutual Housing Association is u member of, and supported
by, the Neighborhood Reinvestment Corporation's service
network, which currently provides financial and technical
services and grants to Neighborhood Housing Services,
Apartment Improvement Programs and Mutual Housing
Associations in 137 cities and towns in 42 states, the
Commonwealth of Puerto Rico and the District of Columbia.

The Pilot Project
ibis pilot effort will develop a national network of

publicly accountable, nonprofit Mutual Housing Associations, asdescribed above. The network would receive financial andtechnical services from the Neighborhood Reinvestment
Corporation, as the presgnt network of NHSs, AlPs and Mutual
Housing Associations does'. The Corporation would develop andcertify the Mutual Housing Associations.

Neighborhood Reinvestment would partially subsidize
construction and rehabilitation costs with capital grants. Fundsraised locally by private sources and state and local governments
would match Neighborhood Reinvestment's capital grants dollar for

9Technical services may be provided in such areas as .taffrecruitment and evaluation, staff training, legal
responsibilities, bookkeeping and accounting, construction
processes, marketing, occupant-member education, and temporary
staffing should a vacancy in the executive director's position
threaten the viability of the Association.

7 6i
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dollar, on the average.

The pilot project envisages a gradual, carefully crafted
build up of Mutual Housing Associations over the next five years,
paralleling the Neighborhood R ,vestment Corporation's build up
of Neighborhood Housing Services in the late seventies. As a
result of the five year effort, over 25,000 units of new and
rehabilitated housing will have been produced, and 145 Mutual
Housing Associations will be on-stream, capable of continuing
production of housing in the order of magnitude of 14,000 units
annually.

Associations will produce mixed-income complexes, to avoid
the ills of high coh...ntrations of low-income households, with
approximately the following mix:

o 29% of units for households below 50% of SMSA median
household income with priority given to homeless
families.

o 30% of units to- ,ouseholds between 50% and 80%, and
o 50% of units f., ,,ouseholds betvoen 80% and 120%.

The following costs will be associated with the pilot
project: organizational development, technical services, matching
operating grants and matching capital grants.

Projectet Average Costs

Organizational Development: $300,000/Association

Technical Services: $30,000/Association/year beginning year after
development

Operati.g Grants: $50,000/Association/year with local and state
government and private contribution match,
beginning year after development (continuing
five years). Associations should become
self-supporting as they approach 1,000 units.

Capital Grants: $25,000/unit.

Rent Subsidies: Local governments provide vouchers or
approximately $2,400 /unit /year for 20% of
units set aside for homeless families or
others below 5D% of median household income.

Projected Five-Year Pilot Costs and Results

Additional appropriations to the Neighborhood Reinvestment
Corporation to carry out this pilot program would be: $28.8
million in FY 1989, $57.6 million in FY 1990, $112.2 million in
FY 1991, $191.1 million in FY 1992, and $282.8 million in FY
1993.
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As a result of the five year pilot effort, 145 Mutual
Housing Associations and 25,000 units of housing are expected to
be produced. The average cost to the federal government per unit
of the housing produced will be approximately $27,000 per unit.
If the pilot were extended, this average should decline
incrementally as organizational de'elopment and support of early
operating costs are spread over additional units. Because of the
economies inherent in a front-end grant, the absence of revenue
losses to the Treasury due to t.,, credits or itccelerated
depreciation, and subsidy costs being shared with local entities,
subsidy costs to the federal government are a small fraction of
those in past assisted housing programs.

The neotork of Mutual Housing Associations produced, located
in areas of need throughout the United States, and backed up by
Neighborhood Reinvestment's service network, will have the
capacity for continuing production of new and rehabilitated units
for lower income households, to the extent of internally
generated capital and subsidy resources; and will have the
capacity to continue, in perpetuity, operation of the units under
their ownership for the benefit of the targeted population.

i: `,..) 15
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October 6, 1987

Honorable Alan Cranston
Chairman
Senate Subcommittee on Housing &

Urban Affairs
Room 535, Dirksen Building
Washington, D.C. 20510-6075

Dear Senator Cranston:

The Public Housing Authorities Directors Association is
pleased to submit the attached document for your consideration
in preparation for the development of comprehensive housing
legislation.

PHADA is enable to you and marbers of the Committee as
you underu.ke this long overdue effort.

4ith best wishes,

Sincerely,

rtev
Vice President-Housing
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INTRODUCTION

The last several years have seen a retreat from any
significant federal role in finding housing programs. The goal
of a decent home and a suitable living environment for every
American family is no longer evident in national policy. The
rental housing situation for low - income Americans is approaching
crisis proportions. A changing economy has created losers as
well as winners, causing conditions of distress in many cities.
Despite the. physical improvement of the last 30 years, nearly 25
percent of renters Continue to live in neighborb Ids plagued by
abandoned buildings, crime, or other undesirable onditions. The
evidence of the emergence of an urban underclass por,
uneducated, unskilled, and with little or no hope of the future
has evolved. While needs have increased, federal support has
declined. New budget authority for the Department of :lousing and
Urban Development's assisted housing programs has been cut by
over 70 percent since 1981.

PHADA recommends continuing existing programs to address the
needs while beginning to develop longer term solutions. We
cannot allow the poor and ill-housed to be further sacrificed
because of the federal deficit. We must begin to rebuild the
federal ccmmitmel-u to housing and to our communities before the
problems cverwhele. our capacity to respond. To accomplish these
objectives PHA/DA supports legislative action in four major
areas:

1. Preserve and use the existing hor-ing stock (including the
1.3 million public housing units) by 2rovIding adequate funds
for rehabilitation; adequate funds for maintenance, operations,
and upgrading of substandard units.

2. Ensure that regulatory and legislative policies support
rather than hinder effective program administration.

3. Increase funding for additional low and moderate income
housing units funded by the Department of Housing and Urban
Development and the Farmers Home Administration.

4. Develop new programs that will build a true partnership
between the federal government and the state and local
governments.
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PHA/DA seeks to begin the process of'developing a national
housing policy that includes a continuing federal role in
the commitment to a decent home and a suitable living environment
for every family.

D2REGULATION/DECONTROL

PHA/DA calls for the creation of a committee or taskforce to
provide input at the earliest of HUD rulemaking. This would
also apply to other agencies involved in assisted housing
regulation thafting. Members of such a committee/taskforce
could provide federal agencies with practitioners' asseasments
of proposed rules, a view often lacking under the present system
of publication, comment and adoption. By utilizing this
consultative method, HUD and other agencies would avoid or
eliminate much of the adversarial positioning now being forced
t,pin public housing administrators. Congress would also benefit
in not having constantly to veto HUD rules or admonish HUD on
its rulemaking.

HUD and the public housing industry should review and
identify those regulations that all too often are costly to the
PHAs to administer and add nothing to providing decent, safe, and
sanitary housing-for our elderly and low-incomo population.
HUD, Congress and PHAs should seriously examine new and creative
proposals for future .using programs. No proposal should be
ignored and creative chinking should be encouraged. No two PHAs
are alike and customized local programming should be encouraged.
Staff reduction without regulation reduction is in itself
counterproductive and wasteful of time, people and dollar.
HUD should adopt regulations which will reduce oversight of
local PHAs.

HUD has started the procesn of decontrol of public housing
authorities. This process should be expanded and accelerated to
permit local governments to feel a sense of responsibilit' to
local PHAs and a sense of ownership in the program. This must
be achieved if there is to be a true partnership between the
levels of government.

EDUCATION/WORK TRAINING

PHAs should he encouraged to innovate. The federal
government can encourage PHAs through programs that provide
incentives.

7 6
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The coat to the federal government will be reduced if PHAs
are allowed to become more self-sufficient via (-restive and
aggressive management and development effcrts.

One of the most troubling aspects of Public Housing
communities is that of the growing dependence of our residents
upon not only our housing resources but In federal welfare
programs as well. Many PHAs have tried to address these issues.
PHAs now operate or coordinate a wide variety of human services
for their residents populations. The major thrust recently has
been in the area of public/private efforts to providc educational
resources, training and employment opportunities tai resi4ents.
These efforts to assist residents in becoming sell-aufficient
and less dependent on the welfare system have been limited by
the lack of resources and restrictive regulations that create
disincentives.

A major part of future efforts should encourage residents to
become self-sufficient. The PHA has the facilities in many cases
and the local relationships to develop effective partnerships
that can lead to many of our residents becoming self- sufficient.
What is required from the federal level in a commitment to change
and a true partnership with local PHAs.

PHA/DA recommends the following actions be taken to enhance
the efforts of FHAs toward self - sufficiency;

1. Welfare reform efforts take into account the families
residing in federal housing.

2. Regulatory changes be made in housing that would encourage
residents to become more self-sufficient.

3. Current PHA program efforts to promote self - sufficiency
should be recognized and resources made available to ex Ind
those efforts at the local level.

4. New demonstration programs be established within PHAs tc
promote educational and work training programs.

PUBLIC HOUSING RENTAL INCOME POLICIES

Current rental income policies prevent a Public Housirg
Authority (PHA) from establishf.ng r reasonable balance between
rental income and federal subsidy. These policies also frustrate

7R7
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efforts to maintain financially and socially stable projects
while serving low-income housing needs. Current requirements
limit residency in many projects only to very low-income
families. Policies that limit deductions from income when
determiming eligibility produce inequities in serving families
with equally critical housing needs. Abolition of ceiling rents
negatively affects sound operations and the goal of maintaining
social and economic integration in public housing. At a time
when federal assistance to housing is being reduced, such
policies also have forced PHAs into greater dependence on the
federal dollar and have fostered an increased need for federal
operating funds. PHAs need the opportunity to make optimum use of
rental income as one resource to assist in efficiently and
effectively meeting the housing and service needs of more than
1.3 million publio housing families.

Current law restricts a PHA's ability to maximize income
within overall program policy objectives. Legislative
restrictions limit rents as a greater source of program funding
and negatively affect sound program management.

Current law restricts admissior to public housing to very
low income res.dents (below 50 percent of area-wide median)
except in projects built before 1981. Even before Nis policy
was enacted, 95 percent of those in public housing were very low
income families. Further targeting to the very low income
population reduces a PHA's rental income base, thereby increasing
the need for federal subsidy. It also threatens the social
stability of the projects by eliminating orp;..Lunities for some
social and eoanomic integration.

Legislative restrictions also have remove income deductions
for some households, penalizing low-income working families and
the elderly, and .areating inequities in program policy. Rents
for the veil, low AFDC support families were reduced significantly
while rents for the working poor and elderly families were
increased. In an cases, permissable rents charged to the AFDC
family are lower than the ALtual housing allotment calculated by
the state agency administering the AFDC program, while working
families pay in excess of 30 percent, of take home pay for rent.

Prohibiting ceiling rents reduces housing opportunities fcr
lower income families - those with incomes between 50 percent
and 80 percent of the area-wide median. Many of these families
are being forced from the program because of the high rents

7 8
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associated with a 30 percent rent-to-income'ratio and the change
in the deduction policy.

These standardized requirements for both income limits and
rent determinations affect the PHA's financial operation as well
as the overall management and social stability of the program.
This combination of current policieL works to force out lower
income working families in need of housing. These families can
help to stabilize the public housing rrmgram both financially
and socially. Losing these families as tenants negates the
intent of the 1974 Housing Act, which mandated housing families
with a cross section of income, not just the very poor.

PHA/DA recommends the following legislative actions to allow
greater flexibility in increasing rental income and in serving
the needs of all low-income households.

1. Reestablish income admission limits at 80% of area-wide
median income.

2. Authorize a ceiling rent for households with incomes up to
86% of the median income.

3. Authorize a minimum rent for families whose sole source of
income is Aid for Dependent Children (AFDC). The current
policies permit families to live in public housing aad in some
instance be paid by the PHA. This creates major disinmentives
for becoming more self-sufficient.

4. Reinstate a deduction for elderly families.

5. Establish a deduction for working families beyond the
present deductions allowed to encourage families to seek
employment.

PERFORMANCE FUNDING SYSTEM

While funding levels based on the existing Performance
Funding System (PFS) are adequate under the formula, PHAs face
extraordinary costs not accounted for in the PFS formula. These
costs are creating financial difficulties for many PHAs. Unless
there are major changes in the PFS formula, it will produce
inadequate funds, severely affecting the ability for PHAs to
deliver and maintain decent, safe and sanitary housing for the
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millions of low-income families who live in public housing.

The PFS formula appronch was initially developed in the
early 1970s around coat consideration that are no longer accurate
in today's environment. Since then, such conditions as changes
in tenant population or authority size (which raise maintenance
and security costs) have resulted in higher operating costs.
Moreover, PFS formula adjustments did not include routine
capital replacement costs for standard items such as
refrigerators and stoves. PHAs have had to rely on modernization
funds which have been inadequate to cover these ongoing basic
cost items.

Rising costs also reflect large increases in insurance
premiums, while there have been excess PFS subsidy funds each
year, HUD has not utilized the provisions of the PFS to provide
payments for these costs beyond control.

In addition, changes in state and local mandates nre not
accounted for as increased expense items under PFS. Requirements
of workmen's compensation laws, for example, can exceed the
annual adjustment factors allowed in the original base year
calculation. HUD identifies additional costs in these areas as
"add-on" monies for changes in federal legislation or
regulations, not state or local adjustments.

HUD has recognized that there are inequities in the system
and propose' In 1982 to revise the equation to update the PFS
variables. _hese changes were never implemented. A final rule
was issued in November 1985, modifying the PFS, but the changes
were not sufficient to correct the current problems. grogram
changes are needed now to enable PHAs to adequately maintain
public housing and to meet the social service needs of the
low-income families in that house.

More must be done in order to support the efficient
management of the more than 1.3 million units of public housing.

PHA/DA recommends changes to the current PFS formula. While
HUD made changes to the system in 1985, other changes are needed
to balance the funding system:

1. A formal expense adjustment process is needed that
will: (a) allow PHAs to recalculate those cont not
covered by the initial PFS base year calculation; and
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(b) allow annual adjustments for costs beyond control
or other unforeseen factors affecting a PHA's operating

budget.

2. The PFS formula should be adjusted to factor in the
increased insurance costs that PHAs continue to
experience.

3. The formula should be adjusted to provide PHAs
greater incentives to encourage utility cost savings.

4. The formula should be adjusted for Target
Investment Income to create greater incentives to
reward good financial management.

5. The formula should be adjusted in the cost of
providing security and social programs.

6. "Other income" should be eliminated from the
operating subsidy calculation. This would encourage
PHAs to be better managers and allow PHAs to realize
additional income. Added income would assist PHAs in
providing some maintenance services that have been
reduced over the years because of the decline in
federal dollars and changes in program policies that
reduce income.

COMPREHENSIVE IMPROVEMENT ASSISTANCE PROGRAM

Continuing, adequate funding is needed to support he job of
modernizing and improving public housing projects. Public
housing in America currently provides affordable shelter for more

than four million residents and represents an investment of $75

billion. To continue this service, public housing requires
periodic physical improvement and the replacement of aging
building systems. Since 1978, the Comprehensive Improvement
Assistance Program (CIAP) has provided only part of the funds
needed for public housing modernization.

The federal government has a responsibility to help ensure
the maintenance of public housing units in decent, safe and
sanitary condition, and to help provide public housing agencies
with sufficient funds to carry out such maintenance.
Modernization includes both the physical improvement of the
current stock and replacement of building systems (such as
heating and electrica:).

7 7 1
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Modernization is an effort to improve the quality of life
for low-income families in public housing, reduce the reliance on
obsolete building systems and to encourage efficient operations.
Modernization is not a"ubstitute for new development. Adequate
levels of both modernization funds and new productions are
necessary for public housing to carry out its mission. Despite
a continuing commitment to improvement of the existing stock,
the demand for funds has historically outstripped available
resources. PHAs have been unable to obtain sufficient funding
for comprehensive modernization. Projects not funded face
continued decline in the number of habitable units and in living
conditions for residents. A sound comprehensive grant system
would allow PHAs to develop a rational plan for maintenance and
improvement based on predictable funding levels.

The lack of a replacement reserve, coupled with less than
adequate modernization funds, has led to a growing backlog of
deferred maintenance even in sound projects.

Under the CIAP program, public housing authorities face an
uncertain and worrisome future. The program is presently run in
an unrealistic and irresponsible manner. No private landlord
would be expected to make long-term commitments without having
a good working estimate of what his future revenues would be.

Nevertheless, public housing authorities must make just such
lung -term financial commitments without knowing whether the
Federal Government is going to continue to provide its share of
the rent.

Furthermore, the amount of money made available for CIAP,
has bounced up and down in recent years, with no correlation to
actual CIAP needs.

PHA/DA recommends comprehensive grant legislation which
promotes local flexibility and includes the following provision:

1. Multiple-year authorization to provide a
predictable level of funding.

2. Funding levels that provide adequate resources for
current and future modernization needs.

3. An equitable allocation system designed by HUD and
approved by Congress to address actual funding needs.

772
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4. A provision for transitional funding to ensure
that older developments can be fully rehabilitated.

This operating subsidy will be paid, in addition to what is

due to the PHA, as an operating subsidy for its routine
operations under the PFS regulations. Expenditures made or
scheduled to be made from the revenues derived from this
additional operating subsidy will be subject to normal operating

budget review procedures.

Interest income derived from the prudent investment of
available revenues would be exempt from any recovery mechanism or
reconciliation, but must be used exclusively for approved
non-routine expenditures.

A revolving discretionary fund equal to 10 percent of the

total U.S. annual distribution Should be established and
administered by the Secretary, as necessary, to support
unforeseen local or regional needs which may arise,

The following cost-effective benefits will be achieved by

the use of this formula distribution:

1. A predictable budgetary limit derived from existing
funding mechanisms is achieved immediately for HUD,
the PHA, Congress and ultimately the taApayer.

2. Modernization, CIAP reserve for replacement,
Emergency, Special Purpose or whatever a particular
kind of funding is called, is consolidated into the
operating budget review process, eliminating an untold
amount of repetitive paperwork, staff time and other
resources for both the department and the PHA.

3. A maximum degree of local autonomy, coupled with a
prudent degree of federal oversight is achieved with
both this distribution method and the operating budget
review process.

4. The absolute dollar distribution from the
department budget is adjustable pursuant to
mathematical necessity, funding availability,
congressional discretion and/or departmental
requirements with a minimum of program disruption.
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5. Competition among PHAs, the area office, the
regional office and ultimately, the central office is
eliminated with respect to a miniuum and basic level
of funding.

6. Extraordinary requirements are arguable at the
appropriate departmental levels.

The existing system encourages waste. A PHA may know that
CIAP funds for new appliances, refrigerators for example, will be
awarded in year X. That PHAs present refrigerators may have
three years' life expectancy remaining in the year X. Fearing
funds will not be available in year X+3, the PHA applies for
funding in year X and disposes of refrigerators in good operating
condition. The above proposal would preclude a system that
promotes waste and provides a cost effective and efficient
replacement for the existing CIAP program.

RENTAL HOUSING PRODUCTION

PHA/DA supports the Housing Developxent Grant Program, the
Rental Rehabilitation Program, and a continuation of the Section
8 Existing and Moderate Rehabilitation Programs. Above all, we
support the continuing of traditional public housing production
programs. We recognize, however, the need for creative and
separate new construction programs to deal effectively with
today's mounting housing crisis and its unique characteristics.

Federal policy is creating a rental housing crisis for the
poor. At a time of growing need, federal policy is reducing the
number of rental units available to lower income persons. The
number of very low income faxilies is expected to increase by 5.3
million dollars over the next 15 years.

The available data clearly shows that we are facing a rental
housing crisis for low income persona.

This crisis is caused largely by the federal withdrawal from
a substantial role in housing while the needs of the poor
increase. New federally subsidized rental housing units
declined by 80 percent between 1980 and 1987, while new public
housing units declined by almost 90 percent. Existing subsidized
units for the poor are also threatened. The General Accounting
Office estimates that up to 90 percent of the 1.9 million

774
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privately--owned federally assisted rental units could be lost
from the low-income rental housing inventory as project-based
Section 8 Certificate contracts and federal mortgage prepayment
restrictions expire.

The new tax law, by removing tax benefits from must of the
existing low-income inventory, could contribute to the conversion
of subsidized units to market rate units. The law also removed
incentives for private investment in new low-income housing,
replacing them with an untested low-income rental housing tax
credit. And by reducing the overall supply of new rental
housing, the resulting upward pressure on rants will particularly
affect lou-income households. Even a five percent increase in
rents could outweigh the income tax benefits for lower income
families.

The evidence is clear. The number of poor households is
growing while the stock of decent and affordable housing is
declining. Federal subsidies to produce low-income housing have
plummeted. Without a change in federal policy, a worsening
low-income rental housing crisis is inevitable.

NEW DEVELOPMENT ACTION GRANTS

City after city in the country is facing increased needs to
supply housing for the low-income and working poor. It is
increasingly difficult to achieve economic feasibility of
housing developments. Growing waiting lists of eligible
applicants and regulations restraining the working poor from
housing assistance increase the pressure upon cities. The type
of housing resources needed in these cities vary because of
differing influences and availability.

In cities with tight housing market and an insufficient
supply of rental units, program delivery systems are presently
inadequate. In order to make better housing a reality for more
citizens, particularly the lower income and working poor, and to
foster greater reinvestment in people and cities, a new approach
is needed.

The federal government should provide up-front grants to
localities demonstrating housing shortages. Funding could
require some level of local/state government or private sector
matching. Such matching, however, must be kept low. Unlike
Rental Development Grants, private landlords/developers would
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not be direct recipients of such funding and thus localities and
private sources would be considerably less eager to contribute
funding.

The local housing authority, on behalf of the local
governing body it represents, would be responsible for the
development, monitoring and certification of progress and
completion. The local housing authority would also be charged
with the responsibility of operating and with generating
sufficient revenues to assure its on going function. The PHA
would be required to establish and maintain replacement,
maintenance, emergency and program operating reserves.

The local housing authority should be given the option of
controlling tenant occupancy but under no circumstances should
it place in initial occupancy families whose incomes exceed 80
percent of the median income of the city. Blended with other
housing assistance programs, existing and new, the cost of
operating a New Development Acticn Grant project will benefit
greatly from economies of scale and inter-program coordination.

A federal recommitment to a viable housing production
program must be made. The evidence is very clear.

TAX EXEMPT AND CREDIT ENHANCEMENT ALTERNATIVES

PHA/DA supports the use of tax exempt multi-family revenue
bonds in the development of lease/options for single family
homeownership. The program would operate without the use of
any direct federal housing subsidies. The minimal cost to the
Treasury from the tax losses by virtue of the sale of tax exempt
bonds is mmde up by increased jobs, an improved local tax base
and clear contributions to the local economy. The other costs
of administration, construction and maintenance are built into
the cooperative efforts of the PHA, private investors and the
tenant families. The monthly payments of the tenants
participating in this program are approximately one-half of the
payment that would be required under a typical FHA 203b purchase
program, with the tenant retaining all appreciation above the
FHA appraisal at the time of leasing.

Using tax revenue bonds, new homes are constructed and
leased to qualified families for a period of eleven years. At
the time of leasing, families participating in the program buy
options to purchase the homes for $3,000 or 5% of the purchase
price,
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whichever is higher. This ensures the right of a family to
purchase the home for a predetermined price at the end of the 11
year lease. The lessee's rent equals principal, interests,
taxes, insurance and housing authority management fee. The
lease payments are at or below the amount that would be required
to rent the home on the open market, and are, in fact, lower
than the federal contribution to similar assisted housing rents.

Credit enhancement is another development financing tool
that appeals to PHA/DA. Credit enhancements are arrangements
with third parties to provide additional security to bond holders
for the timely payment of principal and interest on bonds. To
achieve a AAA bond rating, the standard price is generally 1- /2
percent per annum of the face amount of bonds issued. The
credit enhancement method lowers the premiums to one percent of
the face amount of the bond issued and can be retained by the
issuer at the end of the bond period provided there is no
default.

Programs such as revenue bonds and credit enhancements
enable PHAs t lend moderate income families with lower income
families, tilt, .ssisting more families for less money. The same
concept of financing has even wider applications in straight
income-blend rental programs. There are many successful
variations of this theme being tried throughout the nation.

SECTION 8

Since its inception through the Housing and Community
Development Act of 1974, as amended, the Section 8 Existing
Housing AssiGtance Pewments Program has proven to be a stable and
acceptable program serving the needs of our disadvantaged,
low-income senior, disabled and family population. Because
Section 8 has demonstrated its utility, the new housing voucher
program must not be used os a replacement program, but rather as
a complimentary program designed to fit situations that cannot
be addressed by regular Section 8. PHA/DA strongly supports the
continuation of the Section 8 Existing Program, and in fact,
requesto enhancements to it by the way of HUD's close review and
remedy of the following issues of concern.

Section 3 Existing/Annual Contribution Contracts

HUD has been amending and shortening the ACC renewal
contracts that they execute with local housing nuthorities
operating the program. PHA/DA strongly objects to this practice



764

on grounds that this creates instability in the program. A
certificate is for a fifteen-year contract while a voucher has
only a five-year contract. The ACC renewal contracts for both
are only being executed by HUD for a two-year period. The local
PHA cannot plan operationally or financially, and is unable to
properly advise either the owners or residents concerning the
program. PHA/DA strongly reoommends that HUD re-establish a
fifteen-year commitment for certificates with a five-year ACC
renewal contract.

Section R Existing Administrative Fees/Programs Duplication

The reduction in administrative fees by HUD from 8.5% to
7.65% has adversely affected the ability of PHAs to administer
the Section 8 program in an effective manner. HUD's only
rationale for this 10% reduction is to be consistent with other
administration initiatives at deficit reduction.

The administrative fee reduction has created difficulties
for PHAs especially for smaller housing authorities. Many were
forced to reduce reserves and staff. Smaller PHAs are having
difficulty operating the Section 8 program on a break-even
basis. There are problems in providing all the services required
under the program regulations. The additional reductions in
Fair Market Rents have created a real financial crunch for PHAs
because they are facing a double blow on their finances. The
combination of reducing both the administrative fees and FMRs
has produced a reduction in fees much greater than 100%. Many
PHAs will, within the next couple of years, face severe financial
difficulties because of these reductions. Any additional
reductions by HUD would have a disastrous effect on all PHAs and
their ability to continue to administer the Section 8 program.
PHA/DA strongly supports the position that the Administration
Fees be re-established at 8.5% and that the reduction in FMRs be
withdrawn.

PHA/DA continues to believe HUD should reduce paperwork end
regulation to permit local PHAs to have more flexibility and
local determination. HUD should minimize overly strict
regulations on verifications and other areas of Sectioa 8
administration.

Finally, areas with state-run programs duplicative of
existing PHA services have caused numerous local problems
resulting from state intrusion into local areas with operating

778
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PHAs. HUD should insist that state-run programs be limited to
those areas where no PHA is operating a Section 8 program or
coordinated to maximize limited resources.

Section 8 Portability

PHA/DA cannot support the "mobility" concept in the Section
8 certificate or housing voucher program without careful
consideration being given to the following areas:

1. Administrative requirements; the proposed plan for dividing
administrative fees appears burdensome and probably unworkable.

2. Local government acceptance, including movement to central
cities or other higher welfare paying jurisdictions.

3. Local government authority; rights under each
certificate/voucher annual contributions contract (ACC).

4. Community resources; does the receiving community have
resources available? Can a PHA afford to lose certificates when
it has long waiting lists?

5. Aggregated demand; HUD needs to assess the actual demand for
portability and the coat-benefits of providing this option in
currently operating programs.

PHA/DA would encourage state/region-wide demonstrations to
measure the effectiveness, demand and cost of such an option.

Section 8 Fair Market Rents

The current method of calculating Ftills is based on the 45th
percentile of all units in the market area. In addition, HUD
has recently excluded rental data from outlying areas of primary
metropolitan statistical areas (PMSAs) in its calculation of
permissible rents. The overall impact of these changes has been
to slow the pace of annual FMR increases. In the short run,
this has caused program disruptions; however, PHAs are
recognizing increasing difficulty in maintaining safe, decent and
sanitary units in the program. The narrow margins now built
into FMR schedules will cause ae:ious program disruptions if any
sudden shifts in the economy occur (e.g.,inflation), or if local
rental markets tighten. HUD should go back to using a realistic
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definition of area market rents, utilizing market data that
accurately represent FMRs in the area.

In addition to the impact of those changes in FMB
computations, the inadequate annual adjustment factors
drastically affect program viability. In tighter rental markets,
routine market rental increases are exceeding allowable
adjustment factors, thereby further reducing the stock o!
nvuilable housing.

PHA/DA objtcts to Sectior 8 FMRs being reduced and feels
that the proposal should be withdrawn and Ms should not be
frozen. Additionally, HUD should publish annual Fine to be
effective at the beginning of each fiscal year. FMRs should be
based on the moat recent data projected forward in time so the
FHRs will be current for the year in which they apply. The
reduction or freezing of FMRs alienates private housers from
participating in this program and expands already bursting public
housing waiting lists. The reduction of FMRs or the failure of
FHRs to keep pace with the market is limiting the ability of PHAs
to operate effectively and, more importantly, denying low-income
families housing in the private market.

Finally, the Department has a historical record of
publishing rents and adjustments with retroactive implementation
dates. This is both unduly burdensone and inefficient. Knowing
that this information must be evaluated and revised annually, the
Department should be able to provide this data in a timely
manner.

Section 8 Income Eligibility

The provision in the 1981 Omnibus Budget Reconciliation Act
that limits the number of new admissions into federal rent
subsidy programs to those with incomes below 50 percent of the
median, although designed to serve the needy applicant, has the
following opposite effects:

-Negatively affect PHAs ability to operate financiall
viable programs, thereby increasing the need for
additional federal subsidies and thus increasing the
federal government's deficit;

-Re,....es Pitt's ability to successfully serve a broad
rahse of equally needy citizens;
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-Threatens the livability of housing development
surrounding communities;

-Accelerated economic impaction of very low-income
households into assisted housing projects - i.e.,
ghettos.

The likelihood that federal outlays for subsidies will be

increased to compensate fully for this loss in rental income is
rather remote, particularly in view of current deficit reduction

efforts. Therefore PHA/DA recommends that income limits for new
admissions be increased to 80% of the median income.

DESEORSOATION/INTSORATION

Housing Authorities mu,t be permitted the flexibility to use
methods to achieve integration of housing that will be effective

in that particular locality. HUD should continue to emphasize
the enforcement of fair housing laws in the private market and

HUD and PHAs should continue efforts to ensure the integration of

public housing.

PHA/DA believes that a major joint objective of HUD and
PHAs should be an opera, frank, and unbiased discuision of all

methods of achieving integration, including discussion of
"tipping," integration maintenance policies, rent-up procedures,
reasons for dual waiting lists, quotas, "over-under plans,"
refusal policies, and other controversial subjects.

PHA/DA believes that much new information is available, and
more must be developed, to enable PHAs to write more effective
integration policies and plans free from the previous prejudices
expressed from all sides of this issue. PHA/DA believes there
are no "sacred cows" untouchable in the discussion of developing
effective housing integration policies and plans.

Integration of public housing projects may entail very
considerable costs (relocations, administrative costs,
preparation of new units, temporary vacancies, etc.) Such costs
should be reimbursed by HUD via an authority's operating subsidy,

or through CIAP set-aside.

We, the PHAs must initiate a new dialogue on integration
methods, including maintaining housing integration.
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TENANT MANAGEMENT

Public housing authorities today are faced with a wide array
of pressures. Rising needs, combined with limited production,
have created long waiting lists in many cities. Limited
modernization funds and an inadequate Performance Funding System
frustrate efforts to maintain and conserve the stock. In a
highly regulated industry, local agencies must contend with
complex requirements that can frustrate sound management.
Additionally, public housing authorities are increasingly forced
to act as social service agencies to address the economic and
social problems of some residents - poverty, lack of education,
lack of job skills, drug abuse, and teenage pregnancy. In this
environment, good management is a critical resource which must
be developed.

PHA/DA has historically supported tenant involvement in
public housing management. Tenant participation can help link
operations and services to needs of families who live in public
housing. Tenant involvement can provide individuals with
opportunities for work, job training, and participation in
community decision making. In 1978, the federal government
established the National Tenant Demonstration Program, providing
financial and technical assistance for six PHAs to establish
demonstration projects in tenant management. Studies concluded
that tenant management can provide opportunities for resident
employment, improve the quality of life, and increase access to
social services.

The studies also revealed some potential problems. There
may be significant resident resistance to implementing tenant
management. Considerable time, patience, technical assistance,
resident training, and PHA involvement are needed to make tenant
management successful. Tenant management is not readily
adaptable in the same format in all situations; its success
depends upon splcific local circumstances. While in some cases
tenant management of a project is a sound choice, in other cases
traditional PHA management is preferable.

Tenant participation in management can be a valuable
resource to promote quality and efficiency in public housing.
Tenant management can be a valid choice fur sound management in a
given project. However, tenant management is not inherently
preferable to other forms of management , nor is it a solution to
all problems facing managers of public housing. It is one more
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tool that can be used depending upon local circumstances and
needs. Initiatives to improve public housing must promote good
performance by all PHAs, not just those under a particular form
of management. Good management practices should be uniformly
supported and rewarded.

Legislation introduced in 1986 proposed to establish a
national preference for tenant management of housing projects,
without regard to local preference or management performance.
Similar legislation to further tenant management has been
introduced in 1987.

PHA/DA is committed to promoting the sound management of
public housing in order to conserve the housing stock and improve
the quality of life for public housing residents. The
organization of management to achieve this goal can take
different forms depending upon local circumstances and local
choices. No one form of management is inherently better.
Clearly, the local community should make this determination.

PHA/DA supports legislative initiatives to reward good
management practices.

PHA/DA does not support legislative initiatives that assume
any one form of management is universally superior, regardless of
local experience, local preference, or the local situation.

HOMEOWNERSHIP

Actions in Congress indicated support for legislation
establishing a "right to buy" which could lead to the large-scale
sale of public housing units to residents and/or resident
management corporations. Selling off public housing would
eliminate a permanent source of housing for low-income families
in this country at a time when low-income families face the worst
housing crisis in decades. PHA/DA is concerned that the sale of
public housing may lead to the federal government abandoning its
commitment to maintain the public housing stock for low-income
people.

There are several major problems with implementing
homeownership opportunities for the very low income public
housing resident. There are few tenants with incomes sufficient
to meet and maintain homeownership demands, particularly
large-scale repairs

783



770

that might be needed a few years after sale. There is generally
limited homeownership potential. Poor follow-up assistance
typically fails to provide needed orientation and ongoing
counseling to homebuyers.

In 1984, in an effort to establish a workable program, HUD
initiated a Public Housing Homeownership Demonstration to study
the concept of selling public housing to residents, and to
identify potential problems and solutions. The demonstration has
not yet yielded data on the feasibility of such sales, the
accompanying problems, nor the best methods to address those
problems.

Such a program would have a negative effect on maintaining
public housing as a viable rental housing resource available to
meet the growing housing needs of this nation's poor. PHA/DA
supports homeownership for the poor but not at the expense of
the desperately needed public housing stock. Public housing has
continued to provide low cost housing for poor families for
decades. With proper care it can continue to do so for decades
longer.

PHA/DA supports homeownership opportunities for low-income
families.

PHA/DA supports a homeownership program when the following
provision are included to preserve the low-income housing stock.

1. No existing units of public housing should be removed from
the rental housing stock without one-for-one replacement of
units (unless the PHA determines there is no need for
replacement).

2. A reserve fund or other mechanism for maintenance expenses
ensures the program is workable for low-income families over
time.

3. Counseling assistance and expanded employment opportunities
are provided for participating low income families to further
the opportunity to earn an income adequate to support
homeownership.

4. Restrictions on resales prohibit owners from reaping
excessive profits over a short period of time, and prohibits the
use of properties as an investment for speculators.

7 P 4
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5. The PHA is adequately funded to provide technical assistance
and other services needed for low-income homebuyers.

HOMELECS

Documented evidence from various sources supports the
position that the number of homeless individuals and families has
been increasing for the past several years. The homeless are no
longer stereotyped as white older males, generally with alcoholic
problems, or as mentally disturbed individuals. The homeless
population is now made of individuals and families from all age
groups, all ethnic groups, and various economic backgrounds.

Besides those who can be readily counted as homeless because
they are on thz streets or in housing shelters designed for the
homeless, we are faced with an additional problem: a substantial
number of families throughout this nation are doubling up in our
public housing units and actually should be classified as
homeless. The doubling up of these families causes problems for
the operations of the housing units and is a totally unacceptable
solution to the problem of homelessness.

Congress has begun to deal with these problems through the
Comprehensive Housing Assistance Program (CHAP). However, the
solution must not be one-dimensional. what will happen after 18
months of transitional housing? Shelters and transitional
housing cannot provide permanent housing for these families.
The root cause of much of the homeless lies in the cutbacks in
housing production programs.

PHA/DA strongly recommends that consideration be given to
increasing our production programs and, in many cases, providing
special types of housing for the homeless.

PHA/DA furthesr recommends that consideration be given to
immediate repair to vacant housing units that can be utilized
by local communities and community agencies for emergency
shelters of the homeless.

FARMERS HOME ADMINISTRATION

General Statement

The Public Housing Authorities Directors Association
(PHA/DA)
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supports the Farmers Home Administration's single-family and
multi-family programs. These programs provide housing for
low-income families, especially those engaged in farm labor
activities. The Farmers Home Prograis provide scarce housing
resources to a low-income population that has nowhere else to
turn for safe and decent housing. As with any program, however,
there is room for improvement. The following comments, with
respect to income limits, and the high foreclosure rates on the
502 single family homeownership program, are intended as
constructive suggestions for improvement in the
multi-family/single-family programs.

Income Limits

PHA/DA objects to the establishment of income limits for
admission into Farm Labor Housing. The traditional approach of
requiring farm labor work is far superior. The income approach
discourages families from reporting income, and also has the
potential of reducing the much needed work force in farm labor
areas. In addition, it is extremely difficult to verify farm
labor income that varies widely from one year to the next, and
from one crop to the next. Farm laborers may earn substantially
higher salaries one year, and virtually nothing the next year.
This fact alone would serve to create a great deal of
instability, wherein families would qualify one year and not the
next. Turnover would increase dramatically, and with it, the
cost of administering the Program and maintaining the dwellings.

When the houses are constructed, they are "economically
obsolete". Most of them can be "picUed out" by passers-by with
little or no difficulty. This built-in obsolescence makes it
difficult, at best, for the ccncrs to market the property and
move on to other homeownership opportunities if the need ar ,s.

Improvements are difficult to come by, given the relatively
large expense to the family after occupancy. It would be far
better to require houses that more properly fit into the
mainstream of the communities into which they are built at the
time of construction rather than rely on the families to add
improvements thereafter.

The cost containment features built into the 502 Program, as
well as in the 514/516 Loan & Grant Program, and 515 multifamily
programs with the Farmers Home Administration are often
counterproductive. These cost containment features increase
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maintenance costs by increasing density in the projects or
subdivisions by undersizing sites and dwelling units. Homeowners
are made to feel more like renters than owners, and renters in
the 514/516 & 515 programs do not show proper respect for the
complexes in which they reside, given the sterile nature of the
projects. Without the proper amenities and aesthetics, people
lack pride in their homes and tend not to maintain them.
They are more likely to move off when economic difficulties
arise, and are less likely to be able to sell the property for a
profit, thereby cashing in on their equity.

High Foreclosure Rates on 502

The Single-Family 502 program is a tremendous resource to
lower income families in rural, areas. It allows families that
qualify on the basis of income, and opportunity to own a home of
their own, most, for the first time in their lives. The high
default rate on 502 loans is not surprising, however, with the
low equity investment of families in their housing, the lack of
meaningful counseling and orientation on the responsibilities
and benefits of homeownership and lack of amenities that are
built into the housing itself.

Relatively small down payments increase default rates. This
is the time for the 235 HUD Program, private housing sales, and
the 502 Farmers Home Administration programs. Although it is
desirable to lower down payments as means of allowing lower
income persons into housing, there is an increased risk of
defaults as well. Thought should be given to an increase in
equity (cash) requirements.

Many families are rushed into homeownership without
adequate, meaningful orientation and counseling as to the
potential pitfalls and consequences. This is, in part, due to
economic motivations on the part of hard-working developers who
want to sell more houses. Some thought should be given to
"beefing-up" the counseling requirements through third party,
independent counseling agencies that can adequately advise the
perspective buyers.

But in our opinion, the lack of amenities built into the
properties is the most serious cause of the excessive defaults
that occur.

Provided there is value (equity) they are more likely to not
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default on loans. The sad fact is that many 502 properties
tend not to appreciate due t: their built-in obsolescence. Many
families find this unacceptable after a time, and default on the
mortgages.

To develop pride of homeownership and stability of the
neighborhood, the coat containment features must be re-though so
as not to make the properties economical obsolete before the
are built.

Farmers Home Administration Programs are a major resource of
which this Country should be proud. We would encourage
policy-makers considering funding levels for the FmHA Programs to
bear this fact in mind, and at the time, take a long-term view of
rural housing resources considering not only the value of the
assets at the time they are,constructed, but the long-term
offeots on the individual families housed in the units.
Short-sighted coat containment features in FmHA programs cost
the taxpayer much more in the long run.

Accredited Housing

PHA/DA believes the concept of peer group PHA accreditation
to be viable, within well-established rnd controlled guidelines.
MUD bas stated that 90 peroent of all PHAs are effeotively
managed and effioiently operated. These PHAs should be
identifiedand aocredited. The purpose of aooreditation is to
reduce HUD monitoring of effectively managed and efficiently
operated authorities, thereby allowing HUD to concentrate its
limited personnel and dollars to more effectively assist those
authorities, with problems. This would result in reduced costs
for HUD and all PHAs. For those PHAe unable to qualify initially
for accreditation, peer group technical assistance could be made
available if warranted and voluntarily requested by the troubled
PHA.

We believe legislation would be required for tie
establishment of any accreditation program to ensure well-defined
responsibilities an well as to designate the make-up of the
accreditation committee. Funding for such a committee should be
provided in the legislative package. Requests for technical
assistance should draw upon a pool of well-qualified PHA experts
in PHA operational disciplines such as finance, housing
management and maintenance. From PHA/DA's own experience, PHA
Executive Directors attending our training sessions and
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conferences have gained more from opportunities to compare
program notes and ideas with fellow practitioners than from any
published set of rules, guidelines or advisories.

PHA accreditation should not be another federal stick to be
held over the heads of troubled PHA managers. The threat of
sanctions should not be allowed by either the committee or HUD.
the purpose of accreditation would be to guarantee a management
review process that will allow qualified people to critique
areas of property management of which they are very knowledgeable
and to provide HUD access to impartial information that it can
utilize for whatever purposes are warranted. Technical
assistance offered should be directed toward the particular
problem area, not necessarily toward all elements of PHA
management. For instance, if rent colleotions aTe a problem,
this would be the area of concentration. Maintenance of units, as
another example, may involve both physical maintenance and
housing management.

The accreditation committee should be composed of PHA
management peers with representation from small, medium and large
PHAs, as well as HUD Housing Management personnel and possibly
congressional staff. Lack of accreditation should not result in
delays in operating budgets, reduced funding or audits designed
to discredit management. Rather, the thrust should be towards
problem identification and management improvement.

Finally, an accreditation panel could bring to HUD's
attention those areas of HUD's own operations that arm in
themselves, wasteful and mismanaged in a cooperative effort to
streamline delivery of ever-shrinking resources. PHA/DA commends
HUD's past efforts to improve its administration and we are eager
to work further along the lines. The recent PHA/DA-HUD
Committee on Fraud, Haste and Mismanagement joint survey of PHAs
and HUD field staff is an example of possible future activities.

Farmers Home Administration Programs are a major resource of
which this Country should be proud. We would encourage
polioy-makers considering funding levels for the FmHA Programs
to bear this fact in mind, and at the time, take a long-term
view of rural housing resources considering not only the value of
the assets at the time they are construoted, but the long-term
effects on the individual families housed in the units.
Short-sighted cost containment features in FmNA programs coat
the taxpayer much more in the long run.
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SUMMARY

Over the last seven years the federal government has
withdrawn frcm the commitm.mts it has made historically to
provide housing for low - income families. The expectation was
that state and local governments would assume tV,;st responsibility
along with the private sector. The state and governments
have not been able to fill this void. There ham ..Aearly been an
increase in the number of low - income families who are in need of
affordable h, Aging evidenced ..)Y local waiting lists.
Additionally, the number ck hoselens families has increased
greatly during this period of feteml withdrawal.

Many state and local governments have increased their level
of commitment and involvement in housing for the low-income
persons. However, state and local governments across the
country, especially in smaller communities, h.:we not been able to
address the housing problems of low-income persons.

PHA/DA strongly recommends that there should be a federal
recommitment to low-income housing based or a partnership with
state and local governments. There has been in many cormdnities
a heightened awareness of the housing problems. The federal
government must provide the leadership for a housing policy that
promotes partnerships with the state, local government, and the
private sectc.r.

The ability to address the housing needs requires a renewed
effort among all levels of government and the private sector.
The one essential ingredient to a successful housing policy is a
commitment by the federal government to be a full participant in
the partnership.
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The Catholic community in the United States recognizes a responsibility to help
meet the needs of those who lack adequate housing. Our dioceses and perishes, Catholic
Charities-USA, Religious orders and Catholic organizations have played varying roles in
our commitment to serve those suffering from poor housing. With its roots deep within
the community, the Church has played a critical role in advocacy, construction and
maintenance in both the public and private housing efforts to alleviate the shelter needs
of people.

The Church alone cannot provide a significant quantitative answer to the cries for
better housing. This is not its specific role, nor does it have the financial and technical
resources to build all the required homes. However, because it is our responsibility to
proclaim the Gospel of Jesus Christ and its implications for our society, we must point
constantly to the human rights dimension and suffering involved in this Issue. We
must apply Christian social teaching to the resolution of the problem. We must seek to
have a qualitative impact on housing deprivation in our society by attempting to change
the systems and policies that result in so meny of our sisters and brothers suffering from
Inadequate housing.

Twelve years ago, in November of 1975, the United States Catholic Conference in a
pastoral response to the crisis in housing pointed out:

The United States Is in the midst of a severe housing crisis. This is a
broader, more pervuive and more complicated phenomenon than the
customary photographs of urban slums and rural shacks Indicate. It
involves more people, more neighborhoods and communities than was
thought to be the cue even a few years ego. It touches millions of poor
families who live in inhuman conditions, but it also Involves many
middle-income families whose ability to provide themselves with decent
housing is being painfully tested. Rising costs of shelter, maintenance
and utilitiesas well as high interest rates and regressive property
taxesare forcing many families to live in inadequate housing or to do
without other basic essentials. Other low- and middle-income families
have been confined to neighborhoods without adequate services, minimal
safety or necessary community life.

The severe housing crisis addressed by the bishops in 1975 has become a disastrous
shambles in 1987. The harsh and frustrating reality Is that governmental policies of the
past ten years have, in effect, reneged on the promise of "a decent home In a suitable
living environment for every American family" that was set forth by Congress in 1949.
The drastic decline in funding for HUD low-Income housing programs has condemned
millions of American families to live in poor housing, with tens of thousands of families
swelling the ranks of the homeless. These deplorable conditions have forced churches,
social service agencies and public institutions Into stopgap efforts to develop "temporary"
shelters and funding programs while no long term policy is even envisioned.

Our Catholic tradition has long held, indeed insisted that shelter is one of the basic
human rights of the person. Our faith teaches that these fundamental rights are "the
minimum condition for social institutions that respect human dignity, social solidarity
and justice. They arc all essential to human dignity and to the integral development of
both individuals and society, and are thus more'. Issues. Any denial of these rights har.as
persons and wounds the human community. Their serious and sustained denial violates
individuals and destroys solidarity among persons." (Economic Justice for All, 180).
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We believe that each individual possesses inherent dignity and priceless worth
because he or she is created in the image and Likeness of God. We cannot ignore the
terrible impact of degrading and indecent living conditions on people's perception of
themselves and their future. Where and how a person lives impacts on education,
employment, voting and other civic and social relations. To the extent that the rights
of individuals and families are violated in the area of housing opportunities, they are
affected across the full range of civil rights.

National Housing Goal

We have cited the national housing goal of 1949 and noted that It has not been met.
In fact, it appears to have been abandoned. We call upon the both the Executive and
Legislative Branches of our guvernment to recognize housing as a human right and to build
our national priorities on this entitlement. Such recognition would require that a decent
home and a suitable living environment be within the means of every American family.
The cost of housing, an apartment or home, should not deprive families of other
essentials. Also, our housing goal must provide freedom of choice as to where families
will live and whether they will rent or own their homes. Equal housing opportunities and
the possibility of home ownership for those who desire It have to be integral components
of our national housing commitment.

The achievement of these housing goals will require a reordering of priorities and a
substantial increase in expenditures for housing and community development. We are not
so naive as to believe that the complex problems wa now face in housing will be easily
solved. The problem is truly overwhelming. It touches on nearly every facet of our
economic, political, and social life, all of which are complicated in themselves. We will
need cooperation and collaborative structures at the private and public level to creatively
and courageously deal with this immense problem. A realistic appraisal of our housing
needs indicates that the resolution of our present crisis will be expensive and difficult.

Dimensions of the Housing Problem

The overwhelming need for housing, in many rays, is en institutional problem.
It reflects the limitations built into Nir political, economic, and social institutions.
Effective action for better housing will depend on a competent analysis end significant
changes in the structures and policies that have helped create and maintain our current
housing delivery system. Our present way of financing and building housing ,teems not to
lend itself to the resolution of our problems. The traditional law of supply and demand
has not proved adequate to the task of providing decent housing for all our people. The
demand is present and growing, yet the response is clearly inadequate, especially for low
and middle-income people. The right to shelter and the corresponding obligation of
society to provide access to housing for every person, establishes a relationship between
the person and both the direct and Indirect suppliers of shelter. The relationship between
direct and indirect suppliers of shelter and the availability of housing to persons and
families is a very important concept in the extremely complex and often technical field
of housing and community development.

The direct supplier of housing is the owner, builder, or the institution controlling
ttnising stock within Ct.:. :::lbed conditions of society. The indirect supplier must be
t.vxlerstood as the many different factors, other than the direct supplier, that exercise a
determining influence on the construction and/or availability of decent housing. This
concept of indirect supplier includes both persons and Institutions of various kinds which
determine the whole socio-economic system. The federal government, state and local
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governments, banking and secondary mortgage markets are all examples of indirect
suppliers. it obviously involves many elements.

It is easy to see how this framework links the various political, economic and social
institutions of society into an interdependent network needed to assure and respect the
right to shelter. But it also points out the variety of competing interests: private
enterprise and government; maximum production, environmental and consumer protection;
primary and secondary money markets; housing needs and budgetary restraints; )ublic
interest and private gain; and the question of equity and efficiency.

Housing Issues_

1. Horsing and the Economy

The solutions to the housing problem are often stated in economic terms.
The current policies rely almost entirely on the fluctuations of the economy. Critical
economic times of inflation or recession are often cited as the reason for housing
shortages. Yet, the last forty years have exhibited serious housing problems and periods
r.f unparalleled prosperity. Presently we are in a five-year economic expansion and the
number of homeless people multiplies monthly. The problem persists in good economic
times and bad. Economic recovnry alone cannot and will r.:. solve our housing problem.
A number of factors influence the housing market. Declining production, shrinking real
income, and the tendency of builders to produce higher priced homes have severely limited
the number of homes available to middle- and moderate-income families. The price of a
median home was 523,400 in 1970; $39,900 in 1975; $75,300 in 1983; and $110,000 in
1986. The median family income, however, has not kept pace with these Increases. The
current level of income is comparable to the median family income of 1278. Indeed,
compared V the 46% increase in housing costs since 1983, the 11% increase in family
income is quite insufficient. Z-+w- income families face even blask, vets. Their
rents and utility costs are climbing, and many have virtually no but the
streets. Federal funding for subsidized housing has been substr jced since
1981 when Congress authorized $30.2 billion for that purpose. t. ,,is funding level
was only 57.8 billion.

Money markets are another important economic factor. Continued high interest
rates substantially increase the cost of housing. Disinvestment from many communities
has destroyed many neighborhoods resulting in more structures being taken out of the
housing market. While this practice by banks and savings and loan associations has been
curtailed in many locations, It persists in the increasingly influintlal secondary
mortgage market. National monetary policy must ensure an adeqt.ate supply of affordable
credit through secondary markets and housing trust funds for socially desirable purposes
such as housing.

Land speculation is a particularly vexinj problem. Where basic human rights are
involved, one person simply must not take an unreasonable gain at the evens of
another. High increases in the cost of land, resulting in part from such speculation,
seriously Impairs efforts to provide affordable housing to people of low- and moderate-
income.

The demand for land to meat a variety of competing growth needs, such as urban
expansion, highways and mineral developments, parks and recreation, is forcing upon us
difficult decisions with respect to land use and control of our resources. Such decision
holds consequences for all the people of this nation; they should involve a degree of
public participation. Legislation is urgently needed to facilitate wide participation.
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Serious consideration should be given to the development of land trusts and mutual
housing associations and cooperatives which promote the ownership o control of land and
housing by low-Income people. The federal government must not only regulate and
contribute to such efforts, but ensure that all segments of the local community are part
of the decision making.

2. Community and Neighborhoods

Housing conditions cannot be separated from the surrounding environment.
Community cohesiveness, education, safety, government responsiveness, and taxation
policies are critical factors in the creation and maintenance of decent housing. This is
true in both the rural and urban areas.

In rural areas and small towns the housing delivery system is inadequate. Many rural
counties have no public housing agency. Nor are there sufficient construction or financial
institutions to make private development fusible. Rural people and rural communities
must be provided with assistance and resources that enable them to solve their housing
problems.

Urban areas suffer many of the same problems, in that our cities are composites of
small communities. Local neighborhood concerns have been lost in centralized decision-
making, suburban migration, and deteriorating city services. A psychological and physical
process of abandonment has set in, and fewer resources and fewer people have been
available to assist neighborhoods in combating blight and Indifference.

Communities, whether urban neighborhoods or small towns, are the most logical
basis for a positive housing policy. People must feel and actually be in control of the toots
and resources necessary to survive. Public policy must recognize and support such efforts.
Rehabilitation and housing maintenance programs which are innovative, imaginative, and
economically feasible should be encouraged and implemented. The existing housing stock
b perhaps the largest single component of our national wealth Its preservation is an
essential and economical approach to meeting our housing needs.

3. Governmental Housing Activity

The federal government acts as both a direct and indirect supplier of housing.
Through its economic and taxation policies, regulation of the money markets, as well as
housing subsidies and public housing, it has a major Influence in the housing field. With
this influence goes a major responsibility to harness and direct a massive commitment of
resources and energy. Government must supplement and regulate the activities of private
individuals and institutions in oroer to achieve our housing goals. A creative partnership
of neighborhoods, private enterprise and government is necessary. Public agencies have a
particular responsibility to aid those in need, voluntary efforts fall far short of the present
demand.

Government must develop a comprehensive housing and community development
policy. This includes fiscal and monetary policies that have such a dominant influence on
housing. The rise and fall of inflation, employment and productivity, if left solely to the
market forces, have a pronounced effect on the availability of housing. Likewise,
monetary policy, the availability and rate of credit, are critical factors in the housing
market.

The tax system is the largest housing activity of the federal government. It consists
primarily of the deduction of mortgage interest by homeowners. While recent tax changes

%
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have made the system a bit more progressive, it remains that the higher a person's income,
the more likely it is that he will be entitled to this kind of subsidy and the higher that
subsidy is likely to be. While the objectives of these policies are to achieve desirable
social goals (I.e., homeownership), they do raise questions of equity that must still be
addressed through public policy.

Public housing is the oldest direct housing subsidy program. Begun in 1937, it
provides for building, buying, or renting housing by local housing authorities. Severe
reduction in funding for both construction and maintenance has all but destroyed this
program. The most recent attempt to supplant this program with a "housing voucher" is a
woefully inadequate approach given the extreme shortage of low-income housing. The
federal government must renew its role and fulfill its obligation as provider of last
resort. Public policy must be developed to maintain and construct public housing that is
small in scale and locally based.

State and local governments must also be encouraged, by federal policy where
necessary, to use their resources, housing finance agencies, and community affairs
departments to provide adequate housing for poor and low-income people.

Conclusion

The complexity of the housing situation from the numbers of people and communities
involved to the number of factors impacting on the availability of housing points to the
magnitude of the effort that must be mounted to overcome our housing needs. Our
greatest obstacles are apathy, indifference and will. All members of society
individuals, private enterprise, neighborhoods, local and state governments, social and
religious organizations, must be seen and used as vehicles for a comprehensive federal
policy. Responsibility has been passed from one segment of the community to another
for too long. Shared responsibility, coordination and cooperation should be the mark of
our housing policy.

Government must develop public policy based on the right to shelter and form a
strategy that is comprehensive and complementary. It must:

expand the supply of assisted housing;

preserve and modernize existing assisted housing units;

target federal programs and expenditures for the benefit of low-income
persons; and

develop resources for emergency and transitional housing while permanent
housing is being built.

For our part, we pledge our support to those who carry out the demand of the
traditional corporal work of mercy, "to shelter the homeless." Pope John Paul 11,
commenting recently in Rome on the widespread lack of proper shelter, said that it is
"a reality of the utmost seriousness" that "disturbs the conscience of all those who are
genuinely sensitive to the aspirations and rights of every human person." We have faith
in the basic values of people. We believe that once they understand the nature and extant
of the housing problems and their moral responsibility, they will respond and support those
oolicleithat meet our long-term housing needs. They believe, as we do, that every person
has a right to a decent home in a decent environment

:
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What we are proposing is a long and determined effort, with all its frustrations,
toward a better life for millions of Americans. The task is more than an element of a
better society or an aspect of the common good; it is indispensable to the future health
of America and its people. We pledge our continuing efforts as this nation sets out on
the long road that offers lastinr hope for decent shelter to the people of our land.

7 9F V
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CONTEXT OF POLICY RECOMMENDATION

Cur overall goal is restoring the federal commitment to

meet the affordable housing needs of all of our citi-

zens, particularly low- and moderate-income Americans.

To reach this goal, we suggest the two-pronged policy

of: 1) preserving the existing stock of low-income
housin , both public and privately-owned, and 2) inter-
ven ng at the neighborhood level to:

a) curb disinvestment in low-income housing;

b) stem deterioration;

c) promote neighborhood revitalization which
provides new affordable housing opportunities
and encourages economic and raciai integration;
and

d) prvent gentrification from reducing the supply

of low-income housing units.

We are proposing the creation of three new national

housing funds--one for public housing ("Public Housing
Assistance Program") and two for subsidized privately-
owned housing ("National Housing Trust Fund" and
"National Community-Based Housing Partnership").

The majority of National Housing Trust Fund monies

should be allocated as entitlements directly to local

governments on the basis of need and the capacity to

carry out the program goals. --TNe balance of funcis would

be allocated to states for use in non-entitlement areas

or in areas not receiving entitlement.

The National Community-Based Housing Partnership would
provide federal matching grants to local governments and

non-profit housing groups to build and rehabilitate

affordable housing.

In addition to our proposals for new permanent finan-

cing, we propose the preservation of existing urban

programs, particularly CDBG, Rental Rehabilitation,
Section 202 (elderly and handicapped), Section 312
Rehabilitation loans, Section B Moderate Rehabilitation,
UDAGs and HoDAGs. We don't want to lose the old for the
sake of the new; instead we want Congress to return to

the preeminent federal funding role for low-income

housing. We propose, however, revisions to existing
programs that will improve their effectiveness at the

local level.

78-541 0 - 87 - 26
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This recommendation has eight sections:

I. Housing Crisis: Facts and Figures Page 3

II. Creation of a Public Housing Assistance
Program Page 4

III. Creation of a National Housing Trust Fund"
for subsidizing privately-owned housing Page 5

IV. Creation of a National Community-Based
Housing Partnership Program Page 10

V. Glossary of HUD Programs To Be Preserved Pages 12-13

VI. Improving Existing Programs Page 14

VII. Preserving Expiring Rental Subsidy Page 15
Agreements

VIII. Expanding low-Cost Homeownership
Opportunities Pages 16-17
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I. HOUSING CRISIS; FACTS AND FIGURES

Crisis Indicators

Housing costs have accelerated almost three times faster
than incomes in the past 15 years.

One out of seven Americans live below the poverty thres-
holds.

One-quarter of the poor pay over three-quarters of their
income for rent.

Of the total of households receiving welfare assistance,
30 to 60% live in substandard housing.

The number of families seeking emergency shelter has
increased by 31 percent in the past two years.

There are about 44,000 persons on the public housing
waiting list in Chicago, 60.000 in Miami. 200.000 in New
York City, 23,000 in Philadelphia and 13.000 in Washing-
ton.

Homeownership in this country has declined annually
since 1981, following 35 years of steady increase.

In 1949. the average 30 year-old homebuyer needed to
spend 14% of his paycheck to afford a typical home. By
1985, this figure had risen to 44%.

Federal Response: Waning Support

Since 1981, HUD's housing programs have been cut from
over $33 billion to under $8 billion -- a 76% cut.

Since 1981. th6 number of new federally-assisted units
has plummeted from more than 200,000 to about 25.000.

Between fiscal years 1981 and 1987. CDBG was cut by 34
percent in real terms.

Each year, 70,000 units of public housing are abandoned.
the victims of neglect and slashed rehabilitation bud-
gets. Thousands of additional units are uninhabitable
because of insufficient funds to provide basic mainte-
nance or modernization.

Between now and the year 2000, most of the 1.9 million
publicly assisted units will be at risk as subsidies
and/or use restrictions expire. Between 200,000 and
900,000 units may be lost by 1995 alone.

801
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II. PUBLIC HOUSING ASSISTANCE PROGRAM

A. The Problem: Neglecting a $65 billion investment in
Public Housing

Current public housing programs and funding levels
reflect a profound indifference to the magnitude of
public housing problems in our country. The nation has
a $65 billion investment at stake. Yet, years of ne-
glect are taking their toll on the diminishing stock of
public housing. The price tag for modernizing the
exizting stock of 1.3 million units is S21 to 325 bil-
lion nationwide, According to a recent study by Abt
Associates. As any responsible property owner knows,
deferred maintenance leads to abandonment and eventual
demolition. Public ho' :sing is no different. Each year,
70,000 public housing ':.!its are being abandoned, accord-
ing to HUD Secretary Pierce's own estimates. Clearly,
this level of abandonment stems from neglect rather than
a reduction in the sheer number of Americans needing
housing. Local housing officials report growing gaps
between supply and demand: 44,000 on the waiting list
for public housing in Chicago, 60,000 in Miami, 200,000
in New York City, 23,000 in Philadelphia and 13,000 in
Washington, D.C. These numbers fail to reflect the
thousands of others who don't bother to sign up, knowing
the surrealism of the length of the wait.

B. The Proposal: Creation of a Public Housing Assistance
Program

The U.S. Conference of Mayors proposes the creation of a
Public Housing Assistance Program to restore the federal
commitment to public housing. Adoption of this proposal
recognizes that:

public housing needs are comprehensive. They en-
compass capital costs for maintenance, moderniza-
tion and new construction, as well as operating
costs for public housing authorities;

in building new public housing, mixed-income devel-
opments and scattered site construction are prefer-
red as they foster a positive housing envi:onment
and eliminate negative stigma attached to public
housing:"

implementation of this policy for new construction
should in no way mitigate against the preservation,
i.e., maintenance and modernization, of the $65
billion investment in preserving existing public
housing.
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C. This new program encompasses three separate funds:

1. The $25 Billion Public Housing Superfund to pre-
serve the existing stock by catching up with the
backlog of deferred maintenance in 1.3 million
public housing units nationwide. The Conference of
Mayors recommends a funding level not less than $5
billion annually for five years.

2. A Modernization Fund to finance ongoing maintenance
and of public housing units apart
from catching up with the backlog. This Fund would
be targeted to those units currently in habitable
condition, but in need of constant and regulA-
maintenance.

3. An Operating Fund to o..",et the full range of operat-
ing expenses of public housing authorities. The
current approach to performance funding falls far
short of genuine operating expenses.

To overcome this problem, funding levels from the
Operating Fund would be revised annually, such as
is the current practice in the Section 8 program,
to accommodate rising housing costs and inflation
factors.

III. NATIONAL HOUSING TRUST FUND

A. THE PROBLEM: LOST COMMITMENT TO PRIVATELY-OWNED
AFFORDABLE HOUSING

America faces an affordable housing crisis in which
millions lack the money to pay for decent, safe and
sanitary housing, while the federal government cuts
subsidies to make up this difference. This housing
crisis centers on the private market, where rental
subsidies have dried up, supply programs have been
eliminated and escalating rent levels are driving tens
of thousands of Americans into the streets. Perhaps the
most ominous feature of this crisis is yet to come: the

pending expiration of two kinds of federal programs
developed in the 1960s--mortgage and Section 8 subsi-
dies. As many as 900,000 units of federally subsidized
but privately-owned low-income apartments could disap-
pear within the next decade.

Low-income housing tax credits and other federal provi-
sions enhance the attractiveness of low-income housing
investment for certain groups and corporations. How-
ever, time will tell whether this new approach will

8 a 3
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provide a net gain in the level of low-income housing
investment, as against former Investment incentives.

For several years. federal funds for a low-income hous-
ing supply program to prime the private market have been
almost non-existent. In spite of this cutback, local
(and some state) governments have struggled mightily to
develop public-private partnerships to help fill this
gap. Yet, low-income housing providers bear no false
expectations: absent federal funds, local governments
cannot meet their production needs for low-income hous-
ing no matter how innovative and successful their local
partnerships.

There is a consensus building among many local govern-
ment leaders that the only permanent solution to this
crisis lies in some form of off-budget financing vehicle
for a low-income housing production program and rental
subsidies.

B. THE PROPOSAL: CREATION OF A NATIONAL HOUSING TRUST FUND
To SUBSIDIZE PRIVATE HOUSING

The U.S. Conference of Mayors proposes the creation of a
National Housing Trust Fund to provide a permanent,
renewable resource for low - income housing, which would
be shielded from the uncertainty of annual Congressional
budget battles. This new Fund would be allocated
throu h entitlement or the basis of need and ca acit
direc o loca and s ate
ous ng trust un s. he un wou e arge e o meet
the capital costs of production and the need for rental
subsidies.

overnmen s an or 1 oca

The Funi should be capitalized at a level large enough
to make an impact nationwide in the production backlog.
We are recommending an annual production level of
350,000 housing units, at a cost of $2 to $2.5 billion.

The new Housing Trust Fund would provide the following benefits:

* carry forth the two primary policies of the Confer-
ence's National Housing Policy: presarving the existing
stoctincomehousingandfin-tftltT)1TterveneatItse
the tide of disinvestment, deterioration and/or gentri-
fication by stimulating affordable housing production
and balanced revitalization.

f demonstrate to private investors that the public partner
Is committing resources necessary to meet the public

8n4,
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obligation as a full partner and to encourage the parti-
cipation of additional corporate partners;

generate additional private equity for projects develop-
ed in conjunction with not-for-profit organizations;

provide a range of sponsorship opportunities at the
local level including public housing authorities, com-
munity development and housing agencies, and not-for-
profit and for-profit corporations;

provide flexibility and control at the local level for
determining how to most effectively use allocations from
the entitlement programs funded by the Trust Fund;Ifor
example, monies could be used in tandem with below
market rate mortgage programs and the Rental Rehabilita-
tion Program to provide a comprehensive approach to
acquire and rehabilitate low-income properties, such as
is the current practice in the Urban Homestead Program;

minimize waste and redundancy by earmarking Trust Fund
monies to communities based on need and capacity;

leverage monies to generate at the local level by capi-
talizing on indigenous local private-public partner-
ships; and

(if capitalized by'an off-budget financing vehicle)
avoid the uncertainty of the Congressional budget pro-
cess in earmarking Trust Fund monies for entitlement
programs.

This Trust Fund would complement the portfolio of existing low-
income housing assistance programs such as Rental Rehabilitation,
Section 312 Rehabilitation Loans, Section 8 Moderate Rehabilita-
tion, Section 202 Elderly and Handicapped, HoDAGs and UDAGs. as
well as the CDBG Program.

C. SPECIAL PROGRAM FEATURES OF THE NATIONAL HOUSING TRUST FUND

The National Housing Trust Fund is designed to finance spe-
cial housing needs such as implementing a comprehensive
program to fight homelessness, finding new ways to cut the

cost of producing low-income housing. and supporting local
initiatives which promote balanced neighborhood revitaliza-
tion.
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1. Implementing a Comprehensive Program to Fight
Homelessness

The homeless are our nation's most dramatic--and visi-
ble--affordable housing problem. It is estimated that
between 300,000 and three million Americans are homeless
today. The homeless are not a low-income problem.
They're a no income problem. Solutions don't lie in
only building emergency shelters. Building emergency
shelters is a band-aid approach. Like our misguided
policies, it treats the symptoms, not the cause. These
shelters are necessary, but they're not sufficient.
Instead. solutions lie in attacking the problem compre-
hensively.

T'.' some extent, Congress recognized the scope of this
problem in passing the Steward B. McKinney Homeless
Assistance Act. This bill authorized $443 million for a
fairly broad range of assistance, from emergency shel-
ters to education for homeless children.

Hol.'aver, even this approach falls short. Funds for the
homeless are subject to the whims of the annual budget
process. What better illustration of the vagaries of
Congressional funding than the current status of appro-
priations for the new homeless legislation. The new
bill 'authorized' funds for two years, including an
approval of $617 million for FY87. In reality, only
$35S million has been appropriated for FY87. The ink
was barely dry on the homeless bill when the House
Appropriations Committee sat down to consider its FY88
allowances. Yet, members budgeted no funds at all for
the homeless housing programs, despite an authorization
of $280 million for FY88.

Clearly, a more permanent solution is needed to treat
all three components of the homeless problem:

1. Increasing the supply of new shelters and permanent
affordable housing;

2. Providing rental subsidies, such as Section 8
certificates, to plug the gap between income raid
expense; and

3. Instituting social programs to confront the causes
of homelessness and re-integrate the homeless into
society. (In this regard, the U.S. Conference of
Mayors recommends a 'Living Skills' and other
community responsibility cedcation programs).

The new National Housing Trust Fund would be designed to
finance the shelter and the rental subsidy needs of the
homeless, and would implement social programs aimed at thecauses of homelessness.
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2. Promoting Low-Cost Construction Technology

Supplying decent housing to our lowest income residents
is often characterized as either an 'affordability'
issue or a 'supply' issue. In fact, it is both. While
deep subsidies (as were provided by the Section 8 pro-
pram) are desperately needed, sufficient units do not
currently exist to meet the needs of lower income peo-
ple, even if subsidies were available for all of them.

The costs of providing new housing continue to escalate
at such a rate that it is highly unlikely that suffi-
cient subsidy funds can be made available to keep pace.
Any realistic federal housing policy must, therefore,
include provisions to reduce the cost of producing
needed housing.

Modern technology offers us many . 7ortunities. Manu-
factured housing, in all its varfoLJ forms, can achieve
significant reductions in the cost of producing housing,
and can make housing more efficient to operate through
use of energy - efficient materials and design.

The role of the federal government in promoting low-cost
housing construction technology has long since been
established through such programs as Operation Break-
through. More recently, HUD has been supporting the
Joint Venture for Affords)! e Housing (JAVH) which has
the objective of encourag.ng localities to adopt new
construction techniques. Unfortunately, all HUD is
offering through this program is technical assistance
and potential waivers of its minimum property standards
for approved projects so that purchasers can qualify for
FHA insurance. Clearly, much more is needed.

A pool of federal dollars must be made available to
assist localities which undertake housing construction
initiatives aimed at lowering the production costs of
new housing for our low- and moderate-income residents.
The National Housing Trust Fund would provide such a
pool.

3. Providing Federal Support for Local Initiatives which
Promote Balanced Rehabilitation

The dwindling supply of Affordable housing units is
caused as much by the inflationary spiral of current
rents as by the cycle of deferred maintenance, abandon-
ment and demolition of low-income units. These rent
spirals are often ignited by public and private

8nti*
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efforts to revitalize deteriorating neighborhoods. As
neighborhoods gentrify, rents often rise to such a
degree that rental subsidies fail to bridge the afford-
ability gap.

To promote revitalivktion and discourage speculation and
the displacement of low-income tenants, many localities
have developed incentives to keep rents affordable
following rehabilitation.

Altnough these efforts can produce the desired result
of maintaining affordable rents, they also deprive
localities of much needed revenue.

In line with its responsibility for providing affordable
housing, the federal government should support these
efforts with a federal match. For cities losing funds
at the local level by instituting incentives to keep
rents affordable, the federal government would provide a
match through the National Housing Trust Fund.

IV. NATIONAL COMMUNITY-BASED HOUSING PARTNERSHIP PROGRAM

THE PROBLEM: Over the last several years there have been
many success stories of city governments, foundations, and
community organizations working together to build vfordable
housing. Unfortunately, the resources have not been avail-
able to turn there local success stories into a major new
nationwide supply program for affordable housing.

THE PROPLSAL: Creation of a National Community-Based Housing
Partnerillip Program

A new National Community-Based Housing Partnership Program
would restore the federal government's role in housing, while
promoting self-help efforts from local and state government
and community organizations. It would provide matching
grants to"lelal governments and non-profit hcusing groups to
build and renattilitate affordable housing. This approach
offers many advantages, including the following:

it emphasizes self-help and local initiative.

* it is cost-effective because it relies on non-
profit groups to build and manage the housing.

it restores the federal government's role in hous-
ing, but it also gives local and state governments
a responsibility, by requiring matching funds.

it is tailored to local needs and local housing
conditions.

.. i. ii
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* it is flexible, by making it possible to create
for-sale, rental, or cooperative housing.

* it provides long-term affordable housing, thus
avoiding the problem we are now facing with "ex-
piring use restrictions' on privately-owned feder-
ally subsidized housing.

The National Community -Based Housing Partnership approach is
in the best of American tradition -- helping communities that
help thegselves. It recognizes that not all communities have
equal resources, and thus need different levels of federal
assistance, but that each community understands best how to
meet the housing needs of its residents.

We recommend that the program be funded initially at $500
million annually, or at a funding level that would produce
12,000 to 25,:,0 housing units annually.
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GLOSSARY OF HUD PROGRAMS TO BE PRESERVED

PROGRAM DESCRIPTION

COBB
(Community Development
Block Grants)

HoDAGs
(Housing Development
Action Grants)

RENTAL REHABILITATION

SECTION 8

SECTION 202

811)

Annual grants on a formula basis to
entitle communities to carry out a
wide range of community development
activities directed toward neighbor-
hood revitalization, economic devel-
opment, and %preyed community
facilities and services.

Funds awarded to local governments,
and, in turn, to developers to
finance the substantial rehabilita-
tion or new construction of private
rental housing.

All projects must reserve at least
20 percent of the units for families
with incomes at or below 80 percent
of the median income of the area and
keep the assisted units available
for occupancy by lower income ten-
ants for 20 years.

Grants to cities and states to
encourage rental housing rehabilita-
tion, for low- and moderate-income
families by matching capital funds
with Section 8 housing vouchers or
certificates.

An income-transfer program to aid
low- and moderate-income families in
obtaining decent, safe and sanitary
housing in the private market. HUD
makes up the difference between what
a low-income household (80 percent
of area's median income) and very
low-income household (50 percent of
area's median income) can afford and
the fair market rent for an adequate
housing unit.

A new construction program which
provides direct loans to non-profit
sponsors to finance rental or coop-
erative housing for elderly or hand-
icapped persons.



SECTION 221(d)(3)

SECTION 312 LOAN

UDAG
(Urban Development
Action Grants)

URBAN HOMESTEAD PROGRAM
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Federal mortgage-insurance program
to insure private-lending institu-

_
tions to help finance the construct-
ion or substantial rehabilitation of
multi-family (five or more units)
rental or cooperative housing for
moderate-income or displaced fami-
lies.

Direct federal loans to finance the
rehabilitation of single-family and
multi-family, mixed use, and nonres-
idential properties to prevent un-
necessary demolition of basically
sound structures.

Grants awarded to assist distressed
cities and urban counties to finance
development projects having substan-
tial private funding, but in need of
additional financing to make the
project feasible.

A national program to revitalise
declining neighborhoods and reduce
the inventory of federally-owned
properties by transferring vacant
and unrepaired si-Igle-family proper-
ties to new homeowners for rehabili-
tation. Suitable properties owned
by HUD, the Veterans Administration
(VA) and Farmers Home Administration
(FmHA) may be used in this program.
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VI. IMPROVING EXISTING PROGRAMS

Calls for new low-income housing strategies such as the
National Housing Trust Fund and the National Community-Based
Housing Partnership in no way diminishes the need to presarve
and improve existing urban programs. Foremost among them is
the Community Development Block Grant (CDBG) Program. TheCDBG Program has proven its mettle year af er year, but
continues to face devastating budget cuts. Between 1981 and
1987, CDBG was cut by 34 percent in real terms. Since
September 1986, the entire program has existed solely on thebasis of a continuing resolution appropriation.

jt i: imperative that the funding level of CDBG be restored
to the full funding levels of the early 1980s when nationwide
funding reached $4 billion. Thus, CDBG should be funded at alevel of $5.5 billion annually to account for inflation and
the devaluation of the dollar.

The COM program concept alss should be reexamined to evalu-ate whether the project-by-project approach should be con-
verted to a more long-term and comprehensive redevelopment
strategy. Current policy dictates against ccirdinated pub-
lic-private investment strategies. Public ag .ies, working
with private developers and the financial sery ces industry,
can plan only one year ahead.

Since its inception the Urban Development Action Grant (UDAG)Program has:

financed 2,678 development projects in 1,122
cities, creating 528,700 new permanent jobs, with
more than 50 percent for low-and moderate-income
workers;

leveraged almost six dollars of private investment
for every one dollar of federal UDAG investment.

Despite its performance, the UDAG program has been slated for
elimination year after year by federal budget cutters. The UDAGprogram should be reauthorized without delay at the full funding
level of $675 million, and the

UDAG selection criteria should be
changed so that 35 percent of the funds are awarded based onproject merit.

& 2
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The Rental Rehabilitation Program, as currently structured, does
not solve our housing problems. Low-income Americans are faced
with a supply and affordability problem. Shopping for housing
does not work if there are no choices. Vouchers are not increas-
ing the supply or quality of housing. They do not help developers
get financing, and they don't guarantee project success.

Recommended Revisions:

1. Permit the permanent attachment of Rental Rehabilitation
certificates and vouchers to low- and moderate-income
projects. Attaching vouchers to projects would enhance
the ability of the project to meet the 15 year compli-
ance period for projects using the Low-Income Tax Cred-
its.

2. Revise the Rental Rehabilitation program to permit its
operation similar to the Moderate Rehabilitation Pro-
gram, allowing owners to use existing equity to qualify
for rental rehab assistance.

Other programs which should be adequately funded at the Section
312 Rehabilitation loans and Section 8 Moderate Rehabilitation.

VII. PRESERVING EXPIRING SECTION 8, SECTION 221 AND SECTION 236
CONTRACTS AND MORTGAGES

Between now and the year 2000, most of the 1.9 million pub-
licly assisted units will be at risk" as subsidies and/or
use restrictions expire. If mortgages are allowed to be
prepaid, and projects are sold or uses change, displacement
and loss will threaten between 200,000 and 900,000 low-income
units by 1995 alone. The federal government must take imme-
diate steps to head off this loss. Owners must be encouraged
to forego mortgage prepayments with incentives to rehabili-
tate and refinance, or maintain mortgages through maturity.

To carry forth the Conference's primary policy of preserving
existing low-incoLe housing stock, the following incentives
are recommended:

1. Congressional action mandating HUD to permit current or
future owners to refinance mortgages to generatE, rddi-
tional resources for rehabilitation if the housing will
be maintained pursuant to the low- and moderate-income
requirements, past the prepayment allowance date.

1. Revision of the Tax Reform Act of 1986 to permit state
and local housing finance agencies to issue tax-exempt
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bonds outside the state or home-rule volume gap, for all
"preserved" project financing.

3. Revision of the Tax Reform Act of 1986 to allow tax
credits as needed to preserve all existing subsidized
housing.

4. Permit the permanent attachment of Rental Rehabilitation
certificates or vouchers to low- and moderate-income
projects to enhance the ability of the project to con-
tinue to meet the 15-year compliance period for those
projects qualifying for low-income tax credits.

5. Revision of the Rental Rehabilitation program to permit
its operation similar to the Moderate Rehabilitation
Program. Owners should be permitted to use existing
equity to qualify for rental rehab assistance.

VIII. EXPANDING LOW-COST HOMEOWNEkSHIP OPPORTUNITIES

One fif the most well-worn cliches in the housing field is
that "owning a home is part of the American dream." Yet,
like other cliches, the kernel of truth doesn't disappear
with use. No National Housing Policy would be complete
without attention to this dream.

The federal government must redouble its commitment to
expand homeownership opportunities, particularly for lower
income persons. An expanded federal role doesn't neces-
sarily entail increased capital expenditures. In the long
run, continuing the existing federal housing insurance and
guarantee programs, for example, will free up mortgage
money from private lenders.

To meet this commitment to expanding homeownership opportu-
nities, the Conference of Mayors recommends these actions:

* Congress should modify provisions in the Tax Reform Act
of 1986 to help local and state governments use tax-
exempt bond financing to finance below market rate
mortgages. Specifically, Congress should define as
"governmental," tax-exempt bonds issued to finance below
market rate mortgages in disinvested low- and moderate-
income areas. These bonds should be exempt from the
unified cap or the alternative minimum tax.

* Congress should preserve existing federal housing insur-
ance and guarantee programs such as FHA. Furthermore,
FHA should not be privatized, nor its operations re-
stricted by volume limits, additional user fees, or
income targeting.
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01 Congress should preserve the secondary mortgage market
programs of FNMA, GNMA and FHLMC and should not encumber
these programs by such limitations as overall credit
authority caps and excessive user fees. .'
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The
Alternatives Center

2375 Shattuck Ave., Berkeley, CA 94704 (415) 644-8336

October 3, 1987

Senator Alan Cranston
Senate Building
Washington, D.C.

Dear Senator Cranston:

This is in response to your request for input from housing professionals regarding
new national housirg policies to produce housing affordable to low and moderate
income citizens. You are well aware of the problems of old programs. We all
know that policies are desperately needed that will address the need for
decent, affordable housing without imposing an intolerable drain on public funds and
using the least intrusive and costly bureaucratic arrangements possible. While the
program I suggest below will not answer all housing problems, its implementation
would go a long way in meeting these goals. I believe that such a program is
fiscally and cperationally feasible, even under tight budget conditions.

Recoverable Interest acquisition and rehabilitation loans to trop- profit developers
or Cooperatives.

Financing: In such a program HUD, perhaps in cooperation with state and local
government agencies, would supplement commercial mortage loans for multi -unit
properties with 30 year loans h amounts and at interest rates so as_to make the
housing affordable to the target population. These properties would be owned and
operated largely by non-equity sharing cooperatives (see below) or other
nonprofits. At the end of the 30 year period when both the commercial and
government mortages have ben paid off, the owners would owe the government the
difference between the the interest rate on the government's mortage and the
commercial mortage, compounded over the preceding 30 year repayment period.
The owners would be required to take aout a commercial mortage to repay this
note. Since the government's cost of its money is lower than the commercial loan
rate, the :.payment of the difference in rate should largely compensate for the
decreased value of money over time. As you know, all other low-income housing
subsidy programs require continuous mass's.: funding inputs. In the proposed
scenario, a large portion ofliousing assistan,:e becomes self-funding instead of
requiring continuous massive capitalization and subsidies that never meet more than
a small portion of needs. Thous available for new building, I recommend that
such a program priority to the acquisition of existing apartment nouses for the
next five to ten years, since this would make it possible to both improve
deteriorating housing stock and cost much less per unit than new housing
construction.

To briefly illustrate: A cooperative or other non-profit developer has site control
of a property or plans to build a 30 unit apartment house. The cost of the
development would amount to $73,000 per unit. Assume that the target
population's household income averages $22,000 a year, with a maximum affordable
monthly housing cost of $600. The feasibility study indicates that occupants'
payments can cover fourty percent of /;.Z3;5 mortage at prevailing commercial
interest rates, provided the rest of thKr,pOrtage could be obtained at three percent

816
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interest. Following local HUD approval, a three percent interest loan of $1,959,000
for the property is approved, and begins at the time escrow is closed along with an
11% interest commercial loan for $1,425,000 (40 percent of the 95% mortage).
Reapayment of both loans begins at the time escrow closes, and at the end of 30
years the owners are obligated to take out a new commercial loan to repay the
government the compounded difference between the 3 percent and 11 percent
loans. Simple calculations show (I'd be glad to send you the analysis), that the
government's cost of such a program sipped to an example like this one would be
a fraction of ..he cost of any other subsidy program for tenants or investors tried
since the second world war.

Ownership and operation: This kind of program can be effective only if owned
and operated by non-profit organizations. Many Community Development
Organizations throughout the country have demonstrated their technical competence
in developtng and managing housing over the last decade, and many of them could
take on expanded responsibilities. I also urge particular attention to the excellent
record of performance by housing cooperatives in this country and Europe over the
last 100 years, exemplified by the sustained success of the more than 500,000 "213"
cooperatives developed between the mid 1960s and 70s under HUD's loan guarantee
program. The failure rate of these cooperatives was (and is) below that for single
occupancy homes financed in the open market. These and many other cooperatives
are organized o that the paid-off mortage principal remains with the cooperative.
As members leave they gain only a small inflation adjustment on their original
downpayment (ranging from three to ten percent). Provisions must be made to
assure that if these properties are ever put on the market all net profit would
have to be paid to the government or to another non-profit housing group
commited to provide comparable housing. In this way, housing speculation is
improbable, and permanent affordability is assured.

These arragements all minimize the need for elaborate bureaucracies.
Government agencies would exercise the same monitoring as other lenders.
However, it would be wise to support the most effective management support
framework possible. These appear to be "Mutual Housing Associations" whose
success has been demonstrated in Sweden and elsewhere. Through these,
coperatives in a locality or region join together in one of several forms of
Associations that provide management expertise and continuous monitoring of
performance, including the authority to step in and temporarily take over in case
of trouble. Though these associations should be able to support themselves through
fees, some development assistance may be riecessary for the first three to five
years .:,f their operation.

These suggestions are based on over 20 years of housing experience as a
developer of low income housing, especially the conversion of multi-unit properties
into limited equity housing cooperatives. There is ample empirical evidence that
such housing is not only more cost-effective than any other type of multi-unit
Musing, but provides a consistently higher quality physical and social environment
for residents who take pride and responsibility for their homes.

If these suggestions are of interest to you or to your stiff, I would be glad to
expand them in whatever technical or other detail may interest you. Thank you
for your continued leadership for the common good.

e7iLie-eN"li ( ,tt,i-
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October 7, 1987

Senator Alan Cranston
Chairman, Subcommittee on Rousing and

Urban Affairs
Senate Cosmittee on banking, Housing,

and Urban Affairs

535 Dirksen Senate Office Dldg.
Washington, D.C. 20510

Re: Requests for Housing Legislation Comments

Dear Mr. Chairman:

On behalf of the Senior Citizens Housing Committee of D'nai D'rith
International, I would like to offer our comments with respect to your
consideration of developing a federal housing policy for the 1990's and beyond.

The primary objective in the area of housinsiand related setters in the
post - Reagan years must he to fulfill the pledge of the Housing Act of 1949 of

a decent hose for every American. Decent housing for every American is
reasonable and humane goal for the richest nation on the earth. It has been
our goal for almost 40 years and it is shameful that the goal has not been
achieved. It is tine that we take the goal and the pledge seriously.
Underlying our housing policy for the immediate future must be a commitment to
provide decent housing for all and to make it a reality in our .ifetiaes.

D'nei Writh International, through its Senior Citizens Housing Committee, has
for the past 15 years been involved in a coometative partnership with the
federal government in building subsidized housing for senior citizens through
the various program of the Department of Dousing and Urban Development, undo
Section 212/236 and now 202/8. During this 1124, we have opened 21 senior
citizens apartment buildings nationwide. We have two additional project.
under construction and have recently been notified that two more applications
have been selected for funding this year (1987).

By 2989, we rill have constructed and be operating 25 apartment buildinre,

nationwide, with over 3,000 apartments. While most of these units house only
one individual, -my are for couples. We will be serving approximately 4,000
older citizens, without regard to race, religion, national origin, or creed.
This is a greet achievement, but in terms of tn.:yeti:4 the needs of the senior
citizen', it falls terribly short of :merits the demand.

81,



805

Senator Alan Cranston
Page 2
October 7, 1987

The "greying of America" is well documented. The population 65 and over grew
by 20.6 percent between 1960 and 1970, and by 23 percent between 1970 and
1980. Today, according to government statistics, 27 million Americans are
over 65 years of age. The implications of these projections for housing in
this country, and for the federal housing policy in particular, are profound.

The demand for Section 202 housing units far exceeds the (supply. This is
documented by the national survey of Section 202 housing projects conducted in
1984 by the U.S. Senate Special Committee on Aging, and confirmed by our
experience at B'nai B'rith International. A survey of the B'nai B'rith
facilities reveals that each of our 21 projects is filled to capacity. The
two projects still in the development stage are already accumulating sizable
waiting lists, even though construction is far from complete and no public
announcement for applications has been made. Our Washington office receives
lettere and calls daily, from individuals all across the country, requesting
information about our programs, and asking where they can find available
housing.

Yet these figures represent only a fraction of the actual number of persona
Who need the housing that these projects offer. Waiting lists only represent
those persons who chose to apply, and do not include those who were
discouraged by the prospect of a long wait and chose not to bother. deny
times these are the people who may be most in ncedtof affordable housing.
Sometimes a waiting list becomes "frozen" and no new names are added. For
example, aL our two housing facilities in Allentown, PA, the waiting list has
been "frozen" for four years. They are just now beginning to accept new
applications for apartments. Unfortunately, we can document similar
situ,tions in many other cities across the country.

With this in mind, we would like to offer the following specific points to be
included in any future housing legislation that may bs offered:

1. As one of HUD's most successful prtjrams, the Section 202 direct los.,
program for the elderly and handicapped should be authorized to fund
an additional minimum of 30,000 housing units annually, with
appropriations adjusted for inflation. Ten years ago, this program
was being funded at levels of 30,000 units. Today, with the numbers
of needy elderly growing larger each day, we must resist the trend to
barely keep the program alive and viable, and take steps to insure
that our future needs are met.

2. Provide that eligibility for occupancy in low income hvising,
including the Section 202 direct loan program, be extended to
families and single persons with incomes of up to 80 percent of the
median income for the area.

8
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The current limitation requiring that eligibility for admission to
occupancy be limited to those with !acmes of 50 percent of the
median income for the area is far too restrictive, shuts out low
income familial, and persons who cannot obtain decent housing without
the expenditure of excessive percentages of their income- -often in
excess of 50 percent, creates over-concentrations of the very poor,
and tends to result in the use of maximum subsidies per unit
subsidized, rather than maximizing the number receiving assistance.
SuChan amendment would return eligibility to the income groups
originally made eligible in the 1974 Housing Act.

Our experience at B'nai B'rifh indicates that well over 85 percent of
the residents in our buildings are in the very low income group, and
would continue to be so, even if the Units were to ba raised.
However, we are currently faced with the task of rejecting many needy
and deserving individuals whose incomes are only slightly above the
very low inECrA range.

In New York City, 50 percent of the area median incomes is
where does a widow with an annual income of 511,000 apply to live'?

3. Occupants of Section 202 and other housing projects where the Section

8 Housing Assistance Payments are used as subsidies are required to
pay 30 percent of income for rent. Administratively, HUD has
determined that if the 30 percent of the fanny's or person's income
!s nore than the fair market rent for the unit to be occupied, that
family or person is considered ineligible for occupancy. This
penalizes an otherwise eligible family or person unfairly, simply
because a even project has a relatively low rent structure.

Because conscientious owners and management have controlled costs and
have not routinely.sought rental increases, the !acme-eligible
applicant is penalized by not being admitted to the building.

However, tho same individual is able to gain admission to another
Section 202 building with a higher rent structure, with an
accompanying government subsidy which would not have been requited in
the original case.

Clearly, this 'catch 22' situation is a disincentive to keep costs
down. By naintaining a low market rent, management must limit

prospective applicants to only those persons with the smallest annual
income. This again creates an overconcentration of 'poor" and tends
to 'stigmetize" a particular facility. From a deficit reduction
view, it also maximizes the use of goverment subsidy dollars rather
than provide quality housing for as many income eligible pet ons as
possible.

8 2
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Legislation should be amended to permit such families or persons to
be assured admission if they are otherwise eligible under HUD
guidelines.

4. Various efforts are being made to permit the prepayment of mortgages
covitring low income projects such as Section 202 projects for the
elderly and handicapped where the market demand for housing suggests
that higher rents and profits could be obtained should the mortgages

be paid off immediately. This would result In the loss of already
limited housing resources for the low income elderly or handicapped

if such prepayments were permitted.

Accordingly, legislation should include a provision that would allow
a low-income project mortgage to be prepaid prior to the maturity
date of the mortgage, without penalty, but with a provision that
HUD's requirement assuring that the project would continue to serve
the original purpose for which it was approved would still be in

effect.

5. In the 1990's, the 20-year terms of Section 8 Housing Assistance
Payments Contracts will start expiring. In the absence of extensions

of the present contracts through legislative amendments, there is
danger that a considerable reduction int the supply of decent housing
fnr the low-and-moderate-income elderly will take place while the

deoand and need expand. Unless subsidies continue to be available,
many of the low-income residents could not afford to pay the
increased rents they would have to pay. The result probably would be
=Ss evictions without other suitable housing available. Thus,

either the Section 8 program should be extended or a new program(s)

devised to replace it.

6. In its efforts to seek ezonpaies in the development cost of
subsidized housing, the Administration has imposed overly severe cost
containment requirements, although such economies are desirable when

warranted. Nevertheless, the Congress should mandate a study of the
present cost containment measures used in the subsidized programs and
require that appropriate changes be made as soon as feasible.

7. Having demonstrated its success in meeting the needs of the frail
elderly and the handicapped, and with continuing unmet needs among
many, many thousands, the Congregate Housing Services Program (CHSP)
should be revitalized and eventually be authorized to serve an
additional minimum of 20,000 frail elderly and handicapped families
and persons annually, to be allocated between Section 202 and public
housing projects as currently administered.
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0. There ii a growing support for the funding and development of
assisted or care-type housing. These facilities would be for eluerly
people who are having difficulty in living fully independently. They
may need help with housekeeping, cooking, shopping, dressing,
bathing, and other activities of daily living. These are persona
whose needs are not net in fully independent housing, but who do not
require daily, or regular nursing or medical care, although a nurse
on duty might be quite advantageous, especially in the event of
emergencies.

The need for assisted housing should be considered on its own merit.
It should not be used as justification for a reduction of support for
independent housing as developed under Section 202. It is urged that
Congress provide funds for a substantial number of such projects,
with HUD responsible for its administration, the projects financed
through direct loans, with subsidized occupancy and personal care and
other services available to is occupants.

9. Federal assistance for the development of howling for the elderly has
been available since the Housing Act of 1956, when it was authorized
under the Public Housing program. Since 1956, housing programs for
the elderly have resulted in billions of dollars invested in housing
for older people and about 1.5 million unite of subsidized housing
now are occupied by senior citizens. At these levels, the Department
of Housing and Urban Development should have,an Assistant Secretary
of Housing for Senior Citizens to coordinate HUD's programa for the
elderly and to be the Secretary's consultant and apokesperaon on all
matters relating to the alderly.

10. Most of the housing designed for the elderly in the United States has
been developed since the enactment of the Housing Alt of 1959. With
the passage of more than a quarter of a century, housing for the next
generations of older people should be designed to meet their needs.
The next generations of the elderly are likely to be born in the
United States, better off financially, better educated, more involved

healthier and more independent in every respect. The
new elderly may be ao different that we must begin nov to study what
they will need and want, rather than assuming that our current ideas
will nerve them equally well in the next few decades.

Since the inception of the federally aubsidiztd houaini rograma, the federal
government has depended upon the non-profit cocmunity to share in the task of
providing the sense of commitment and challenge in making quality housing
available to to - income senior citizens. For the non-profit organizations in
general, and B'nai B'rith in particular, this partnership has been an exciting
and eye-opening experience of government and private groups working
hand-in-hand, to the benefit of thousands of American citizens. We believe
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that many tax dollars have been saved through this housing program, and that
people who needed the help most have been helped.

Without the tireless suppo7t of your Committee, the non - profit community :ould
not continue in this great endeavor. The remarkable advances that this
country has made in accomplishing our housing goals would not have come about
if it were not for the significant participation o2 the federal government.

We consider it to be a privilege and a sacred task to be involved in this
program of caring for senior citizens, and we hope to continue to build new
projects in cooperation with HUD. Providing affordable housing for the
elderly requires a long -term coamitment of time and resources. We have that

commitzent. It is because of this commitment that we now express our views.

Mr. Chairman, we appreciate the opportunity to share these thoughts with you.
We look forward to being able to assist you in developing and strengthening
Federal housing programs for the elderly and for the opportunity to continue
to provide quality housing for our needy seniors.

NIN:ew
02495

Sincerely,

144411AL1,747.)14-%

Nathan I. Nagler
Chairman

0:1,1
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CALIFORNIA ASSOCIATION OF REALTORS'

EXECUTIVE OFFICES 525 SOUTH AVENJE LOS ANGLES C4.61FORN., 93020 (213) 739-8200

JACK PAULSON
wesorc

(This material has not been approved by the Federal Housing Issues
Committee, the Executive Committee or the Board of Directors.)

October 8, 1987

Senator Alan Cranston
Senate Housing Subcommittee
Dirksen Senate Office Building Sd-535
Washington, D.C. 20515

Dear Senator Cranston:

The California Association of REALTORSe is pleased to have the
opportunity to submit the following paper outlining 'building
blocks' for new national housing legislation. We have attempted 'o
outline new approaches but also to suggest why some current
programs deserve to be not only maintained, but strengthened.
Throughout, we have highlighted these issues from the unique
California perspective. We apologize for the delay in getting this
to you, as last Thursday's earthquake caused a bit of a disruption
in our work schedule.

We are delighted to be part of this process and would welcoL the
chance to provide further specific recommendations in the future.
Please do not hesitate to contact us if we can be of any further
assistance.

Best regards,

deck Paulson
President
California Association of REALTORSO

etc
8P4'

Joel Singer
Vice President
Planning, Research
and Economics
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THE NEED FOR COMPREHENSIVE HOUSING LEGISLATION

I. Introduction

The California Association of REALTORS' has prepared this paper as a
conceptual background to the process of reformulating our national housing
policy. In preparing these materials, our Association intends to provide some
general directions for further exploration. Thus, these recommendations do
not necessarily entail official REALTOR' policy and are submitted in
conjunction with a forthcoming broader analysis being prepared by the National
Association of REALTORS*. In particular, C.A.R. suggests that any emergent
national housing policy must entail three broad areas of emphasis:

(1) the preservation and reformulation of the federal role in housing
finance;

(2) the development of new federal funding programs, featuring a strong
emphasis on local and state implementation in those housing areas
where the private sector cannot fully address housing needs;

(3) a series of new programs, as well as adaptations and enhancements of
existing programs designed to meet current and emerging problems in the
housing arena.

Although it is C.A.R.'s view that most current housing issues are best
addressed through the private sector, we also recognize that a renewed federal
commitment is vital in several areas. We therefore are most appreciative of
the opportunity to comment on this key social issue and fully support this
important project.

II. Housing Affordability

Housing affordability has been a major constraint on the state's housing
market since the mid-1970s. Although recent growth in incomes and generally
lower interest rates have improved the affordability picture since the 1981-82
recession, buyers continue to face serious obstacles in achieving
homeownership. First-time homebuyers have a particularly difficult time
because of the often substantial downpayments required to buy a home.

Declining Homeownership Rates - The problems of housing affordability are
reflected in a decline in homeownership rates since the beginning of the
decade. Nationwide the rate has dropped from 65.6 percent of households in
1980 to 63.8 percent in 1986. In California, a state which has relatively
high housing costs, the drop in homeownership has been even more dramatic,
falling from 58.8 percent in 1980 to 53.2 percent in 1986. Within age groups,
the decline in homeownership has been most pronounced among those 25 to 34
years old, typically the prime homebuying age.

Affordability Index - While there are many methods of measuring housing
affordability, every analysis requires a look at three key factors: housing
prices, household income and mortgage interest rates. C.A.R.'s housing

1
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affordability index measures the percent of households who could purchase the
median priced home with a 30-year mortgage at current mortgage interest rates
and a loan-to-value r-tio of 80 percent. It is also assumed that principal,
interest, taxes and insurance do not exceed 30 percent of total household
income.

As shown_in Exhibit 1, affordability in California as well as in the nation as
a whole hit a low point in 1981. During the recession, only one-quarter of
the households nationwide could afford the median priced home, while in
California, affordability reached a low of 13 percent. A combination of
declining mortgage interest rates, modest growth in real incomes and
relatively moderate increases in home prices since the 1981-82 downturn has
helped improve housing affordability. Currently, 48 percent of U.S.
households could afford to purchase the median-priced home of $85,400, while
31 percent of California households could afford to purchase the $143,900
median priced home. However, affordability has worsened during 1987 as
interest rates have climbed and home prices have been pushed higher by tight
inventories and high demand. In California, the proportion of households who
could afford to buy dropped from a high of 37 percent in February to 31
percent by August, as mortgages rates rose from 9 percent tc 11 percent over
the same period. As a result, 600,000 fewer California households could have
qualified to purchase the state's median priced home.

Rapidly Rising Home_Prices - A large part of the housing affordability problem
has been the rapid rise in home prices in recent years. For the U.S. as a
whole, the median priced existing single-family home in 1970 was $23,000. By
1986, the median priced home had increased 249 percent to $80,300. In

California, home prices appreciated even faster with the state's median
increasing from $24,300 in 1970 to $131,500 in 1986, a gain of 441 percent.
This price behavior reflected a combination of high demand resulting from
strong population growth, and tight housing supplies as building activity has
been constrained by high land costs and anti-growth measures in many, areas.

Slower Income Growth - Meanwhile, the growth in household incomes has not kept
pace with the rapid rise in home prices. According to the U.S. Bureau of the
Census, median family .ncome in the U.S. over the same 1970 to 1986 period
increased only 183 percent from $9,867 to $27,893, compared to the 249 percent
hike in U.S. home prices. Similarly, in California, median family incomes
rose 185 percent from $10,828 in 1970 to $30,837 in 1986, much slower than the
441 percent jump in the state's housing prices.

Volatile Mortgaae Interest Rates - The crucial role played by financing in the
purchase of a home makes interest rates a major factor impacting housing
affordability. The volatility-of mortgage interest rates also adds to the
uncertainty and instability of the housing affordability picture. In the
early 1930s, interest rates soared as the Federal Reserve shifted its monetary
policy from pegging interest rates to controlling the money supply. As the
Fed clamied on the monetary brakes in order to fight inflation, mortgage
interest rates reached 17 percent and housing suffered its worst downturn
since World War II.

2
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While the easing of interest rates in 19B6 and 1986 helped to improve housing
afford Ality, this year raves climbed in the Spring and again in the Fall,
and are now close to 11 percent for a fixed-rate loan. Any rise in interest
rates is immediately reflected in higher costs of homeownership and adversely
affects housing affordability as illustrated in the previous example.

First -Time Homebuyert - First-time homebuyers are hardest hit by rising home
price: and fluctuating interest rates. This is due to their relatively low
incomes and the difficulty they face making the required downpayment.
Homeowners who sell their home in order to buy another have, for the most
part, enjoyed appreciation in the value of their home, the gain on Wei they
can use as a downpayment on another home. First-time homebuyers are not so
fortunate and tend to face both downpayment and income constraints.

In C.A.R.'s Annual Housing Finance Survey (1986), first-time homebuyers in
California purchased significantly :au expensive homes than repeat buyers- -
$112,950 compared to $149,900. First-time homebuyers also had lower incomes,
$39,996 per annum versus $50,000 for repeat buyers. In addition to nurchasing
less expensive homes, first-time homebuyers make significantly smaller
downpayments than repeat buyers. In California, first-time buyers'
downpayments averaged-614,550 in 1985 compared to $35,000 for repeat buyers.
Also median.loan-to-value ratios among first-time buyers in the state are
higherat 88.4 percent compared to 78.2 percent for repeat buyers. This
places them in a higher risk category in terms of default and foreclosure,
thereby making affordable financing more difficult to come by.

Housing Affordability for Renters - Many renters also face problems finding
affordable housing. The rental market is being adversely affected by tfle Tax
Reform Act of 1986 which substantially reduced incentives to invest in rental
housing. In the short-run, these changes in the tax law will cause a decline
in the construction of rental housing that will eventually lead to higher
rents. C.A.R. has,estimated that multi-family housing construction will be 20
pdrcent lower in-California in 1987 compared to 1986. Furthermore, as the
adjustment in rental housing supply is made over the next several years, real
rents will have to rise by 12 percent beyond inflation in order for investors
to achieve the same rates of return as they cUti under prior tax law. Rent
increases are likely to eat up much, if not all, of the benefits that renters
would have enjoyed as a result of lower marginal tax rates.

Additionally, tax reform has significantly reduced the volume of housing bonds
which canbe issued in states such as California where housing demand is
strong. The new tax rules brought mortgage revenue bonds and multi-family
IBBs under amore restOctive volume limit which includes other private
activity bonds. As a result, it has been estimated that by 1988, private
activity bonds issued in California could face a potential two-thirds
reduction from 1984 volumes. In 1984, housing bonds totalled $3.2 billion,
representing 81.2 percent of all California bonds issued. Of this, MRBs and
multi-family IDBs accounted for 69 percent and 31 percent, respectively.
Clearly, a significant source of lower-rate home financing will be sharply cut
back, with negative effects on new housing construction and low- and moderate-
iricome renters and buyers.
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The problems of housing affordability are particularly acute for low-income
renters. According to HUD, a substantial number of low-income renters
nationwide pay more than 35 percent of their income for rent. While the Tax
Reform Act of 1986 included a low-income housing tax credit for builders,
investors and rehabilitators of residential rental units geared toward low-
income renters, these projects are faced with severe cutbacks in the federal
assistance on which they have depended for many years. For example, housing's
share of the federal budget, as measured by HUD's budget authority, accounted
for 7.4 percent of the total federal budget in fiscal 1978 and is proposed to
be less than 1 percent iN fiscal 1988.

The low-income housing stock is also being adversely impacted by the
conversion of currently subsidized low-income housing units to market rate
rentals. Over the next 20 years, owners of many subsidized low-income housing
units (under Sections 236 and 221(d)(3), Section 515 and Section 8) will be
able to prepay their loans or not renew expiring subsidy contracts, thus
releasing their projects from all rent and other regulatory restrictions.

In California, an estimated 1,400 projects totaling approximately 100,000
assisted units will become eligible to convert to market rates in the next 20
years. High housing costs and rental demand in many areas of the state will
provide strono incentives to assisted project owners to convert, and many are
expected to dt so. HUD conducted a national study that shc-xed approximately
42 percent of eligible Section 236 and 221(d)(3) projects are likely to
prepay. For California this estimate is probably conservative in light of the
relative strengths of the state's rental housing market. While housing
vouchers and certificates will be issued for any displaced tenants of
converted units, the problem of the loss of low-income housing units from the
total stock has not been addressed.

III. The Role of the Federal Government in Housing Finance

Since the 1930s, when numerous government agencies and programs designed to
promote homeownership were established, the federal government has been the
key player and a driving force in promoting housing opportunities for American
families. The dramattc increase in the homeownership rate from 42 percent in
1940 to nrly 66 percent in 1980 is a tribute to the success of these
efforts. Conversely, the reversal of this trend in the 1980s is inextricably
tied to the deterioration in the federal commitment to housing. A
rededication of effort to improve and enhance the federal housing finance
programs of the FHA, VA and the federally-sponsored secondary market agencies
is required. Without it, homeownership rates will continue to fall and first-
time buyers will find it increasingly difficult to buy a home, thereby
reversing more than 50 years of progress in helping families achieve the dream
of homeownership.

jmoortance of FHA and VA to the Primary Mortgage Market

Since 1934, the Federal Housing Administration and the Veterans Administration
have made homeownership possible for nearly 20 million first-time and moderate
income households. Although the popularity and importance of the home loan
programs in the marketplace waned somewhat in the late 1970s and early 1980s,
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application volume has reached record levels during is past two years. Even
in California, where high home prices limit the use of 54A and VA financing in
most major markets, these programs captured a 24 market share in 1986 (see
Exhibit 2). The surge in FHA and VA lending can be attributed to the
substantial tightening of underwriting criteria employed by FNMA, FHLMC and
the private mortgage insurance industry over the past year. Despite the sharp
decline in interest rates over the past few years, many prospective homebuyers
have remained 'priced' out of the market by these new guidelines, as well as
by the considerable resurgence in home price inflation. As a result, low-
downpayment FHA and VA loans represifit the only source of mortgage credit for
thousands of first-time and moderate income households.

22.55

EXHIBIT 2

FHA/VA SHARE OF NEWLY-ORIGINATEL FIRST
MORTGAGES

MIS

24.25

20.55

Unfortunately, just as FHA and VA have reasserted their importance in the
mortgage market, they have been faced with proposals to restrict their
operations. During the past few years the mortgage insurance and loan
guaranty programs of FHA and VA have been 'he target of numerous efforts crom
the Administration and Congress &signal to 'limit private market overlap' and
restrict program benefits to 'only those households that truly need
assistance.' Perhaps the most damaging aspect of this hostile agenda is the
proposal to sell or 'privatize' the FHA single-family insurance program, under
the belief that the homebuying needs of the nation's families can be
adequately met by the private market without federal government assistance.

The belief that FHA and VA serve substantially the same market as private
mortgage Wirers is simply not supported by statistics. In California, the
median annual income of FHA borrowers in 1986 was $36,000, nearly $17,000
lower than for borrowers using conventional financing (see Exhibit 3).
Veterans relying on VA financing earned nearly $13,000 less than their
conventional market counterparts. More than 62 percent of FHA loans and 56
percent of VA loans went to California's first-time homebuyers in 1986,

5
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compared to only one-third for conventional loans. As the table below clearly
illustrates, the FHA and VA programs serve precisely the market they were
intended to serve: first-time and moderate-incou homebuyers whose income and
downpayment constraints make conventional financing impossible.

EXHIBIT 3

Beily-Orimimated Conventiomal vs. FHA/VA Herten's: 1986

Ckaracterfstf Convcdfonal FHA VA

Median Inter4st Rate 10.25% 9.5% 9.5%
Median Loan Amount $118,020 $78,000 $103,000

Median Sales Price $149,997 $83,250 $107,000
Median Oownpayaent $30,800 $5,000 $5,000
Median Loan-to-Value Ratio 79.9% 94.4% 96.6%
Proportion of First-Time Buyers 34.5% 62.3% 56.1%
Median Annual Household Income $52,900 $36,000 $ 40,000

The key to the FHA and VA programs is that they do not compete with the
private market for mortgage insurance, but rather complement it. These
programs assist a homebuying population that generally would not be served by

the private sector. This function has become particularly important in light
of the recent problems experienced in the private mortgage insurance industry
which have left FHA and VA as virtually the only remaining source of low -
downpayment (i.e. less than 10 percent) mortgage financing. What makes these
programs so valuable to the functioning of our housing market is orecisely
their gnvennant backing. The present resurgence of the FHA and VA programs
in the face 4f strict underwriting criteria and higher insurance premiums in
the conventional market illustrates what is perhaps FHA's most important role
-- it stays in the market under any and all economic conditions_

PmnszalsfgrighancingtkiltLigLLYUDnrin

While the above discussion argues strongly for the preservation of the FHA and
VA home mortgage programs, the continuing decline in homeownership rates and
persistent affordability problems in high-cost areas such as California
clearly illustrate the need for policies that go beyond the mere preservation
of FHA'and VA in their existing state. In fact, many of the proposals

contained in this year's housing legislation and veteran's legislation
represent an essential first step in revitalizing and enhancing the important
role that these programs play in providing homeownership assistance to those

who need it.

For example, bills currently under consideration would increase the FHA
maximum loan amount and the VA loan guaranty ceiling in recognition of the
substantial increases in housing prices in recent years. However, these

increases, while helpful, will only partially compensate for the cumulative
dramatic climb in home prices that has occurred since the mid-1970s. In

addition, the legislative wrangling that ac:owpanies each increase in these
loan amount and guaranty caps means that future increases will, as in the
past, substantially lag the price movements they are intended to reflect.
Furthermlre, the use of uniform, nationwide ceilings fails to capture the
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effects of large regional home price differentials. As a result, many areas
of the country are almost entirely unable to use these programs.

Other problems with the PHA and VA programs have in4ibited their ability to
operate efficiently and prevented them from fully realizing their capability
to assist first-time and moderate-income homebuyers. Within the context of
developing a national housing imlicy, we believe that the following proposals
for enhancing the vitally important FHA and VA home mortgage programs should
be considered:

To better reflect overall changes in the cost of housing, we suggest
that the PHA maximum loan amount and the VA loan guaranty ceiling could
be indexed to change in line with overall home prices, with adjustments
made automatically each year. In addition, to capture regional price
differentials, and to ensure that affordable financing is provided to
both high- and low-cost housing markets, a regionalization of these
loan mazimums is clearly warranted.

FHA and VA should also be encouraged to insure and guarantee new
mortgage instruments th serve the needs of various segments of the
home buying population. Indeed, legislation currently under
'consideration would increase the availability of FHA adjustable-rate
mortgages, and would for the first time make these low initial payment
Allis available to veteran homebuyers. However, further efforts to
pioneer and standardize new mortgage instruments is warranted. For
example, extensive research and pilot programs on mortgages designed to
serve the needs of first-time buyers (e.g. shared-appreciation
mortgages) and the elderly (e.g. reverse annuity mortgages) should be
undertaken. Just as it pioneered and standardized the long-term,
fully-amortizing fixed-rate loan, we believe that FHA should once again
play a leading role as a mortgage instrument innovator.

Efforts should continue to develop methods designed to reduce

downpayment and closing cost requirements on FHA mortgages, as these
costs frequently pose the largest hurdle for many potential homebuyers.
For example, the 3 percent downpayment requirement cou1.1 be extended to
the first $50,000 of the insured mortgage amount, up Pram $25,000
currently.

The full and free assumability of PHA mortgages has recently been

curtailed by administrative regulations issued by HUD, and VA loans are
currently the subject of similar restrictions in pending legislation.
National housing policy should recognize the importance of the
assumability feature: it not only provides a safety net of affordable,
lowrate financing during periods of high interest rates, but also it
allows troubled homeowners to sell their homes quickly and efficiently
and cure their delinquencies more easily.

Because of more cumbersome loan proc.issing procedures, many home
sellers are reluctant to sell to buyers using government financing.

Although substantial progress has been made in streamlining the
underwriting of FHA and VA loans through the Direct Endorsement and
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automatic lender programs, further efforts should be made to
standardize and reduce the loan documentation and processing
requirements. For example, veterans should be allowed to negotiate
interest rates and points on their VA loans, similar to the program
change that was instituted by FHA in 1983.

The operational efficiency of both FHA and VA has also been restricted

in recent years due to inadequate iunding and staffing levels. During

the extremely heavy lendin; activity of 1986 and early 1987, FHA and VA

staff workloads reached overwhelming levels. The resulting backlogs

severely penalized buyers seeking to use government financing.
Increased resources should also be dedicated to improving the
disposition process for properties acquired by HUD and VA through

foreclosure.

The I.00rtance of the Federally Seonsored Agencies to the Secondary Kortaage

Harket

A consequent by-product of the financial institution deregulation which has
occurred over the past several years has been an increased need for a viable
and efficient secondary mortgage market to ensure that homebuyers can compete
effectively for mortgage funds at a price that would not be prohibitive. To

date, this need has been filled by the strong presence of the federally
sponsored secondary market agencies. In addition to their traditional
counter-cyclical role, these agencies have helped solve mortgage market
inefficiencies caused by geographic mismatches between capital surplus and
capital deficit regions, and by institutional mismatches (i.e. by providing
mortgage investment vehicles attractive to a variety of capital market

investors).

Unfortunately, like the FHA and VA programs, the federally sponsored secondary
mortgage market agencies have also been the subject of proposals that would
severely curtail their ability to provide an adequate flow of capital to tae
mortgage market at a reasonable cost and under all economic circumstances.
The professed goal of this agenda is the eventual complete privatization of

FNHA and FHLMC, and a substantially reduced role for GNMA.

As the first step to privatization, there have been repeated attempts during
the past several years to impose user fees on the mortgage securities and debt

issues of FNMA, FHLMC and GNMA. The cost of these user fees would necessarily
be passed on to homebuyers in the form of higher interest rates in the primary
market, and it has been estimated that the combined effect of these fees,
according to some studies, would raise mortgage rates by one-half percent, cut
housing starts by 50,000 units per year, and reduce home sales by 100,000

units per year. Clearly, full privatization would have even higher costs.
Moreover, without their federal charters committing them to the goals of

housing, FNMA and EMIR would no longer be able to serve their crucial role as
a counter-cyclical force in the market, ald their presence as a source of
market discipline and as innovators in wcrtgage finance would be lost.

8
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Proposals for Enhancino_the Federally Snonsored_Secondary Market

Ultimately, the arguments surrounding the privatization of the federally
sponsored agencies may be philosophical. However, within the context of
developing a national housing policy, the preservation of a federally
sponsored secondary mortgage market is of vital importance to maintaining an
adequate flow of affordable mortgage financing to our nation's homebuyers.
Once again, the housing legislation currently under consideration would go a
long way toward preserving the viability of the federally sponsored secondary
market as we know it today by prohibiting the '-position of user fees.
However, we believe that other measures should be taken to enhance the vital
role that these agencies play:

As with FHA and VA, the effectiveness of FNMA and FHLMC in high cost
markets is restricted by a uniform, nationwide maximum loan limit
(currently $153,100). Although this figure is adjusted annually to
reflect changes in home prices over the previous year, no adjustments
are made for the large variations in regional home prices. Thus, we
believe that provisions should be made for establishing regional
maximum loan limits on the mortgage purchases of FNMA and FHLMC in
order to ease the affordability problems experienced in high cost
markets such as California.

FNMA's and FHLMC's role in piloting innovative mortgage instruments
should be encouraged and enhanced. The resources of the agencies
should be used to research, develop and standardize the new instruments
tailored to first-time buyers and the elderly. In addition to
providing a secondary market for instruments such as the shared
appreciation mortgage, growing equity loan and the reverse annuity
mortgage, the agencies could lead the way in developing a financing
vehicle for lease/option purchase arrangements that would help turn
thousands of renters into homeowners.

Because rental housing represents the first rung on the ladder of
homeownership, efforts should be made to substantially broaden the
commitment of FNMA, FHLMC and GNMA to multi-family housing. By
lowering the cost of multi-family mortgage financing, the stock of
affordable rental housing would be substantially improved.

Agency involvement in the purchase of loans originated through state
and local mortgage revenue bond and mortgage credit certificate
programs should be greatly enhanced. By providing an efficient
secondary market for such loans, lender participation in these programs
would expand significantly, thereby improving the availability of these
low-cost funds.

Existing secondary market programs for the purchase of rehabilitation
mortgages and home improvement loans should be expanded and enhanced.
Hew purchase programs for rehabilitation loans on multifamily
properties should be instituted.

9
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Other Housing Finance Proposals

With the establishment of the Federal Home Loa- Bank system in the early
1930s, the federal government created an industry dedicated to satisfying the
nation's mortgage credit needs. Undoubtedly, the existence of a thrift
industry devoted to housing finance played a crucial role in the
transformation of the country from a nation of renters to a nation of

'homeowners. Although the economic and technological forces of 1970s and 1980s
necessitated some loosening of the regulatory reins, the deregulation of the
thrift industry and certain changes to the tax code have substantially
eradicated the industry's mandate to serve the nation's housing neeos. While

some deregulation of asset powers for thrift institutions has been necessary,
we believe that attempts to reformulate a national housing policy should
include renewed incentives for all depository institutions, and thrifts in
particular, to originate and invest in residential mortgage assets.

The Qualified Thrift Lender test should be strengthened, and the
benefits accruing to those institutions satisfying its requirements
should be enhanced. For example, the tax benefits provided to thrifts
that meet the QTL test for the IRS bad debt reserve provision could be
restored to the higher levels that prevailed before the Tax Reform Act

of 1986.

Ongoing efforts to increase bank and thrift industry capital levels
could provide for capital 'bonuses' for institutions that maintain
certain proportion of their assets in residential mortgage investments
(loans and mortgage securities). Any move toward risk-based capital
requirements for banks and thrifts should provide for the favorable
treatment of residential mortgage assets, particularly home mortgages,
as these have historically been some of the lowest risk loan assets
available.

Similarly, attempts to shore-up the federal deposit insurance funds
should also provide for the favorable treatment of institutions that
maintain a large proportion of their assets in residential mortgages

and mortgage securities. If risk -based deposit insurance premiums are
pursued, a 'bonus' allowance should be allowed for home mortgages

assets.

IV. lax_Based Finance Programs

The traditional deductibility'of mortgage interest for homeowners, while not
representing a new policy thrust, must be maintained as a cornerstone of our

nation's housing policy. It is through this tax incentive that homeownership
becomes feasible for literally millions of Americans. Without the mortgage

interest deduction, the purchase of a home would be beyond the reach of many,
particularly first-time and low- and moderate income homebuyers.

The Mortgage Revenue Bond program (HRB) has been an important source of below-
market rate financing for qualified first-time homebuyers and investors in
rental housing construction with targeted low-income units. The tax-exempt
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status of the bonds enables savings to be passed on in the form of below
market rate financing. Additionally, the Mortgage Credit Certificate Program
(MCC) has allowed an increasing number of first-time homebuyers to reduce
their tax bill with a direct credit equal to a specified percentage of the
interest paid on their home mortgage.

California has issued a large volume of MR8s over the years, peaking in 1985
at $7.8 billion. The threat of tax reform changes to the MRB programs
severely dampened issuing activity in 1986 to $1.3 billion. In fact, the Tax
Reform Act of 1986 did change the rules by including MRBs and MCCs under a
single statewide volume limit for all tax-exempt private activity bonds. The
new cap significantly reduces the dollar amount of tax-exempt housing bonds
available to states, like California, where housing demand is relatively
strong. To ensure the continuity and stability of these programs we recommend
the following:

Extend the authority to issue MRB's and MCC's beyond the December 11,
19C8 1.set date. To eliminate the uncertainty that the need for
repeated program extensions cause, consideration should be given to a
permanent authorizAtion of the MRB/MCC proyram.

Review the limits on tax-exempt bond financing imposed by the Tax
Reform Act of 1986'in light of the detrimental impacts it is likely to
have on the volume of housing bond issuances in high housing demand
states.

Expand the MCC pro9ram by increasing the MRB-MCC conversion ratio as a
means of ensuring a tax break for first-time hoaebuyers, thereby
lowering the cost of new and existing housing.

Expand issuance of multi-family Industrial Development Bonds (ID8'0 to
increase production of low- and moderate-income rental units. This is
of critical importance in light of the number of potential conversions
from federally-assisted units to private market rental units.

Develop options for states to use their taxable bonding authority to
provide financing assistance for low- and moderate-income homebuyers.
For example, funds could be used to buy down rates on conventional
loans or to establish programs whereby the state provides a cash
subsidy for a downpayment at time of purchase which is then repaid at
resale.

Promote the establishment of city redevelopment agencies to utilize
tax-increment financing. California requires cities to set aside at
least 20 percent of their tax increment for low- income housirq.

According to California's Department of Housing and Community
Development, more than 10,000 low- and moderate-income housing units
were constructed during FY85 under these programs.
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V. Housino Assistance Programa

The Housing Act of 1937 contained the first major federal program to provide
housing for low-income households--the low-rent public housing program. This

program offered local housing authorities a full capital subsidy on publicly

owned housing units, with rental income covering operating and utility

expenses. The program was revised after the war and again in the 1960s,
setting income and rent limits and providing additional federal subsidies.
The end result was a program which enabled the production of thousands of
housing units for the very poor, the disabled and those on welfare. The
Association recognizes that there will always be a need for public housing
programs for those segments of the society whose needs are beyond the
capabi'ities of the private sector.

Currently, the most visible form of housing assistance, particularly to low-
and moderate-income households, has been federal direct assistance programs.
These programs, which have required Congressional appropriations, have
included mortgage interest subsidies, rent supplement payments on behalf of
low-income tenants, and grants to state and local governments in support of

housing.

Since the 1970s, direct federal assistance programs have placed a greater
emphasis on subsidizing tenants in the existing stock of rental housing and
less on the construction of new subsidized housing units. At the same time,

the growth in direct federal housing programs has been cut back sharply. The

current Administration has concluded that the primary housing problem of low-
income households is affordability, not a shortage of housing units.
Consequently, the Administration has proposed a system of housing vouchers to

replace all of HUD's Section 8 programs.

In fact, two problems are on the horizon for privately owned but federally
assisted rental housing projects that will adversely impact the supply of low-

income units. The first is the likelihood that many owners who have the
option to repay federal loans in the next 20 years will choose to de so, thus
converting low-income assisted units to the private market rents. The second

involves cases where the government chooses to discontinue federal assistance

a. :ontracts expire. In both cases, large numbers of units will be lost from

the assisted housing stock.

In spite of the redirection of federal tenant subsidies away from new
construction and rehabilitat!4L, there remains some federal resources devoted
to low-income housing through ne Community Development Block Grant Program
(CDBG), the Urban Development Action Grant Program (UDAG), and the new Rental
Rehabilitation and Rental Housing Development Gran` ;HoDAG) programs. For

example, the CDBG program was designed to give localities much greater
discretion in designing their community development activities. Existing

federal block grant programs should be comprehensively reviewed, and efforts
should be made to modify and redesign these programs to ensure the productive
use of the federal funds by state and local entities to address pressing

housing needs.
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In order to maintain and revitalize these housing assistance programs, it is
essential that the federal government take more responsibility for funding
low-income housing programs, while the development, administration and
implementation of these pr gram: should be conducted at the state and local
level. The nature of housing proirams for the poor should not have to depend
on the budgetary problems of the fede,J1 government, but should instead be
reflective: of a studied and knowledgeable assessment of the housing situation
specific to each state and locality. In this manner, a more focused approach
will enable more efficient use of resources and reduce the federal
government's administrative burden. Some specific recommendations in this
area are:

A revitalization of the public housiel program, with efforts towards
increasing the program's e'ficienr Consideration should be given to
implementing such changes as tem. participation in management of
these projects.

Incentives, such as the broadening ec income requirements, should be
provided to owners of federally-assistee low-income housing projects in
order to keep units in the assisted housing stock.

Federal monies should be targeted toward block grant funding targeted
specifically to housing, in which states and localities assess their
housing needs and administer the funds accordingly.

Similarly, constraints on COSG and UOAG should be removed so that these
programs can utilize funds for new construction where appropriate.

VI. EATIBSEAUTZBAgi

As stated in the introduction, we favor an emphasis on implementing targeted
housing programs at the state and local level in order to maximize community
input and involvement as well as the chances of program success. At the state
level, a viable, active Housing Finance Agency is essential for formulating
programs tailor-made for a state's unique housing needs. As an example,
several years ago California Housing Finance Agency (CHFA) developed Cal-
First, a program specifically designed to meet the needs of the first-time
homebpyers through a graduated payment mortgage program.

At the local level, communities need to increase the awareness of their
residents of the need for programs designed to improve the housing
opportunities for low-and moderate households. Education is the key to
creating an environment in which these efforts can succeed. Only when the
public fully understands the importance of housing programs to themselves and
their communities will solutions be possible.

One area uhere local jurisdictions can have a major impact on housing is
through providing maximum flexibility in building and zoning regulations.
C.A.R. is on record as favoring the following types of polices:
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Laws that zone adequate land for various types of ownership and rental

housing.

Policies that do not attempt to limit growth and restrict residential

development.

Zoning policies that permit development at higher densities and
encourage maximum site utilization.

The provision of adequate infrastructure and other public facilities
and ;ervices.

Policies that streamline the permit and approval process, eliminating
unnecessary and costly time delays.

Policies that encourage innovations in development, and construction
techniques and materials.

Policies that encourage innovative product design to meet affordable

housing needs.

Policies that promote the use of surplus public land for the
development of affordable housing in conjunction with the private

sector.

In recent years, much attention has also been focused on the homeless. While

there are no accurate counts of the number of homeless people, estimates run
from between 250,000 to 2 million, with anywhere from 50,000 to 75,000 in

California. Moreover, the number has qvNu sharply since 1980 and has
included many single women with children. The problem of homelessness needs

to be recognized as a social issue rather than as a narrow housing issue, and
within this context, should be paid for by general revenues generated by
federal, state and local entities.

However, in developing public support for broad based responses to the plight
of homeless people, a case must be made for the need to encourage development
and rehabilitation of low- and very low income rental housing. To this end,

communities that enact laws to limit residential growth or control rents, are,
in the iong run, exacerbating the housing situation for 'low income households.

A recent study indicated, for example, that there is a direct relationship
between a community's enactment of rent control with an increase in its local

homeless population. The presence of rent control hinders private investment
in housing construction, rehabilitation and maintenance and therefore works,
in the long run, to frustrate the ability of a locality to meet the shelter

needs of its lowest income residents. Growth control policies attempt to

artificially limit the supply If new housing, thereby eliminating housing
opportunities for a population of lower income families.

Though the federal government cannot directly intervene in local decision
making regarding such policies, it can enact sanctions and incentives to
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provide a powerful message that such policies frustrate the nation's progress
toward housing for all.

VII. Private Sector Aporoaches

Cutbacks in federal direct housing assistance has led to a number of
alternative approaches for producing low-and moderate income housing. These
techniques uvAlly include a mixture of local government involvement,
participation by non-profit/charitable organizations, relaxation of regulatory
constraints and use of indirect forms of federal assistance, rrticularly tax
incentives. While private sector efforts represent only a sma,1 contribution
to the housing supply they should be supported as part of the overall effort
to improve the housing situation. Examples of such efforts range from:

The Enterprise Foundation - which provides funding and technical
assistance to local non-profit housing corporation for rehabilitating
or constructing housiL3 for households with incomes of %10,000 or less.

Join: Venture for Affordable Housing - a public-private partnership
involving various organizations, in communities willing to reduce
zoning regulations, utilizing cost-reducina techniques and innovative
site planning.

In addition, we would suggest that the following approaches should be
considered:

Special IRA provisions for first-time homebuyers to enable
tam to utilize their IRA savings as a downpayment on a howe
without incurring any penalties.
A dedicated housing account or tax-deferred savings plan,
like an IRA, to help first-time homebuyers save for a
downpayment.
Sweat equity/urbo homesteading programs, which increase
housing affordability with homes which are sold or built at a
discount to low-income households with the understanding that
they will work to build oz rehabilitate the structure
themselves.

VIII. Conclusion

The California Association of REALTORS is pleased to have the opportunity to
submit this paper outlining 'building blocks' for new national housing
legislation. We have attempted to outline new approaches but also to suggest
why some current programs deserve to be not only maintained, but strengthened.
Existing programs, such as the FHA and VA, have successfully addressed the
nation's housing needs and merit continued federal support as well as
enhancements. Additionally, there are a variety of new approaches to housing
affordability and supply problems that deserve to be incorporated into a
national housing policy. We are delighted to be part of this process and
would welcome the chance to provide further specific recommendations in the
future.
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A STai7BOY TO STIMULATE HOUSING AND JOBS
Submitted to the National Rousing Task Force

Center for Public Dialogr
September 29, 1987

Introduction

The aaior housing problems are 1) the high cost of dwelling units. 2) the high
cost of land. and 3) the low incomes of those who are ill - housed.

Our tax system. particularly the widely-misunderstood property tax. helps
explain the persistence of imerica's chronic housing difficulties and bolds
vital keys to their solution. The conventional property tax:

- -Penalizes with higher taxes those who crevice and maintain decent housing.
mho generate construction Jose and who make neighborhoods more attractive.

--aewards sith lower taxes those who let their homes or rental housing fall

into d!srePair. spawning community bliCht.

- -Undertaxes lend values and adds to the nation's poverty by letting land
speculators recoup the hulk of these values created by the community.

--Favors load holding over land using. creating artificial shortages of
housing sites. This boosts urban-suburban land prices and drives residents and

businesses away from cities into the countryside. It also wastes billions of

dollars as under-utilized public facilities and services are duplicated.

- -Taxes at scandalously high rates a basic human necessity. A 3% property

tax may seem modest. But a 5% sales tax is imposed only once; the property tax
paid year after year is equivalent to a 50% sales tax. A 28% income tax sounds

high. but a company pays this on profits net of costs. If it earns 8% profit

on capital. this is only 2.2% on full capLtal value (the basis on shich rental
housing pays property taxes. hosever meager the profit).

Proposal - -a pro-housing property tax

Significant improvements in housing quality and affordability can ho achieved
by 1) reducing oppressive taxes nos imposed on housing. labor and production
and 2) by obtaining more revenues from community-generated land values.

Typi .al property taxes are imposed on land and improvements at tae same rates.
Provision should he made for differential tax rates; that is, substantially
lower :atom on homes and other structures. and higher rates on land values

This describes the lo-rate property tax" which has been remarkably successful

in Pittsburgh and six other Pennsylvania cities.

Reduced taxes on dwellings mean lower purchase or rental prices. Nill not

"greedy landlords* pocket the benefits? They may try, but lifting tax disin-

centives creates a larger supply and market competition reatrains prices.
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Increased time° on land mean lower prices of housing sites. This vital fuct--
the higher the*tax, the lower the selling price--is counterintuitive and bears
explaining: a lot's sale price is capitalization of ite actual or potential
annual rent. The higher tax reduces the net rent and thus reduces the selling
price. Kill not owners "pass on" higher land taxes to purcasere/renters?
Again, they may try. but price is set by supply, which owners of land cannot
manipulate because the amount of land is fixed. As Pill Rogers said, "Buy
land--they ain't making any more."

Loper taxes on houses and higher taxer on land are recognized as fair. Those
who work hardest to satisfy society's shelter needs are not hit with tae
heaviest tax burdens. Instead, socially-created values are recycled for public
revenue. Bow does the community create land values? Firet, just by their
existence. people create depend for apace which translates into land values.
Richer concentrations of people generate higher square-foot costs of lots.
This is why land in New York City is more valuable than in Tuiaa, and mere
valuable there than in "'Munk. Sfreond, the public works financed by the taxes
of all the people spa,g. .and values. Build a nen highway, bridge, school, fire
station. sewer line or subway and adjacent land values immediately soar.

Once the property tax is fairer and more palatable, onerous local, state and
fedelz1 taxes that impede production and perpetuate the poverty of those who
are ill-suused gradually can be replaced by revenue from the two-rate tax.

Federal role

Rhile the Property tax is primarily a state-local respcnnibility, the federal
government has strong juntiflcations for assisting in modernizing this tax.

The upside -down incentives of the property tax, already noted, have eroded
scores of federal housing programa. For half a century. Uncle Sam has expended
billions to fight slums, urban decay and poverty--picking up the bill caused to
a considerable extent by the failings of local tax systems. The federal
government can improve the property tax in the following

--Research to Pinpoint the lessons from pioneering experiments with the
two-rate tax. ghat successes can be duplicated? Shut shortcomings can be
avoided? ghat additionll steps should be tested?

--Education and dissemination to shoe all mho are concerned pith housing and
poverty issues that here, in the property tax arena, is a hopeful approach for
meeting the shelter needs of poorer Americans.

--Carrots can be devised to encourage states and localities to re-examine
Present anti-housing tax policies. These may include technical asietance in
assessment administration, feasibility studies and rate - setting adjustments;

2
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bonuses in block grants or other housing programs for localities that edop the

two-rate tax; and prioritise for two-rate tax localities seeking to qualify for
housing-related federal aid.

-- Stioke also may be devised. For example. when federally-funded facilities
such as dams, parka or highways will predictably raise land values, sponaor-
inz agencies may require localities to recapture a specified portion of those
vel ea from effected elites. Also, certain federal aid may be made contingent
on localities meeting a schedule of progress toward use of the two-rate tax.

Conclusion

Many aspects of housing the poor need attention. The detrimental impacts of
the Property tax are emphasized here because. if not corrected, they will
continue to undermine otherwise worthy federal and local housing programs.

Results to date of modest applications of the two-rate tax (see attachments)

are ImPressive. They have encouraged more, better and cheaper housing.

Uee of the two-rate tax. far from pitting builders against labor, owners
against tena..4o. reds against locals, or homeowners against assessors and tax
collectors. offers common ground which all these interest groups can work

together. It Beene cl:arly to be a refom whose time has come.

Our Center appreciates the offer to contribute to this symposium of ideas and
will be happy to cooperate with the Task Fora in its important miasion.

3

Walter Rybeck, Director
CENTER FOR PUBLIC DIALOGUE

Kensington, Maryland
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STATEMENT BY CHARLES F. DEAN, PRESIDENT
THE COOPERATIVE HOUSING FOUNDATION

EXPANDING THE ROLE OF HOUSING COOPERATIVES AND NONPROFIT
ORGANIZATIONS WITHIN A NEW NATIONAL HOUSING POLICY

I INTRODUCTION

The Cooperative Housing Foundation (CHF) was very pleased .o receive a request

from the Senate Sul. ,mmittee on Housing and Urban Affairs to help develop a new

framework for a n..tional housing policy. Clearly, we. have reached a point where

some major changes are needed if we are to do a better job of helping moderate-

and low-income people met.. their housing needs. We are hopeful that the role of

housing cooperatives aria nonprofit housing organizations will be expanded within

the new national framework because these private organizations can help people

obtain better shelter who otherwise could not afford it.

The Cooperative Housing Foundation has r. 36-year record of aetievement sponsoring

the development of more that 60,000 homes in some 400 housing cooperatives

throughout the United States. CHF has also been very active in international

housing since 1964 through contracts and grant3 with the United States Agency for

International Development (AID), the World Bank, and the United Nations (UN). We

are currently working in more than 20 countries helping more than 200,000 of t7 .e

very poorest people in urban squatter settlements and rural villages. We believe

that some of the approaches and techniques which have been used successfully in

other countries could be modified for uf. here in the United States, especially in

the poorest areas along the border with Mexico, the poverty areas of the South,

and Appalachia.

1
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II THE PROBLEM

The problem of providing decent shelter for all Americans is serious but not

unsolvable. Substantial progress was being made between 1968 and 1973 as a result

of bipartisan support for the HouLag Act of 1968, which established a ten-year

national production goal of 2.0 million new units pv. year, with 600,000 units per

year targeted for low- and moderate-income families. However, a moratorium was

declared on most funding for federal housing programs in 1973. Since then, there

has been a steady de,:line in the production of new housing for poor and moderate-

income people in the United States.

Most of the 94 million units of housing in the United States are in relatively good

shape and most Americans are well housed. Howceer, too many people still live in

very inadequati. housing. Minorities, women as heads of households, inner city

residents, and the rural poor suffer the most. Some recent reports predict a rise in

poor households from 11.9 million in 1983 to 17.2 million in the ycar 2000, and a

total need for new housing for low-income people of about 7.8 million units.

The total annual production of new housing in the Untied States has varied in

recant years from 1.4 to 1.9 million units. Currently, it is at the annual rate of

about 1.6 million units. However, almost all of this new construction is produced

for sale or rent to middle- and upper-income families.

2
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In many areas, low-income people are being displaced from existing rental projects

as t -se projects a:e refinanced privately and federal controls no longer apply. An

estimated 900,000 units of fcderely assisted, privately owned rental housing may be

lost to lower income people during the next few years.

III EXPERIENCE IN OTHER COUNTRIES

Although a few countries such as Sweden have solved their housing problems, most

have not. Many are faced with the same dilemma as the United States. The cost

of standard new housing is far too high to be Affordable to moderate- and low-

income people. Governments are unable or unwilling to provide the funding

necessary to subsidize the difference between housing costs and the amount that

people can afford to pay. The private, profit-making housing producers continue to

serve the needs of upper income families and government housing programs work at

providing relatively small numbers of new units for the very poor, leaving a big gap

for moderate- and lower-income working people. This gap is the place where

housing cooperatives and nonprofit housing organizations ....n be most effective, if

the new national housing framework provides flexible funding and support. These

private sector organizations can help reach the poor with innovative self-help

programs that are often more efficient than thosc implemented directly by

government agencies.

One of CH 's most exciting new programs overseas is underway in Central America,

where CHF is making loans for self-help housing, community services, and jobs in

six countries. The program started in 1985 with a $10 ,rant from the United

States Agency for International Development (AID). It has since grown into a $16

3
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million program with additional funds from local credit unions, housing cooperatives,

and private organizations, and will eventually benefit more than 120,000 people in

the poorest urban squatter settlements and rural villages.

The unique feature of this program is that; for the first time, AID funding for

housing is being channelled through the private sector as a complement to the

traditional flow of funds through government housing agencies. The restits are

exciting in that the housing loans and home improvement loans are reaching poorer

people more quickly, the housing is less expensive, and most important, repayment

of tho loan. is at 99%, which is unheard of in low-cost housing programs in the

region.

The key to this program's success is the channelling of funds through the private

sector, which eliminates most of the red tape and bottlenecks of past programs.

The idea for this unique spot oa:h came out of the recommendations of the National

Bipart.san Commission on Central America, headed by Dr. Henry Kissinger.

IV EXPANDING THE ROLE OF HOUSING COOPERATIVES AND NONPROFIT

ORGANIZATIONS

During the past 14 years, there has been a steady decline in the amount of federal

funding for housing in the United States. CHF joins many other organizations in

deploring these cutbacks and strongly supports an increase in overall housii.g

funding so that the Depar.ment of Housing and Urban Development (HUD), and

Farmers Home Administration (FmHA',,, and the Bureau of Indian Affairs can expand

and continue the best of their current programs. At the same time, the new

4
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national housing framework should include a a .ch greater role for private,

nonprofit organizations and cooperatives which are concerned with housing for

moderate- and low-income people. These organizations can provide an effective

delivery system to reach the poor by providing more shelter for each dollar spent.

Loring the past ten years, thousands of community-based, nonprofit organizations

have become involved in housing throughout the United States. Cooperative housing

organizations have also grown and gained experience. Some of the largest and

strongest cooperative organizations, st ch as the National Rural Electric Cooperative

Associatior (NRECA) and the Credit Union National Association (CUNA), have also

become more involved and are interested in increasing housing activities in the

future. Still other nonprofit organizations arc related to religious group- and labor

organizations. Some of these cooperatives and nonprofit housing organizations are

efficient, well administered, and technically competent. Others are less experienced

and need technical and financial back-up. However, as a whole, they represent a

growing and potentially powerful resource for meeting the housing needs of low-

and moderate-income people in the years ahead.

In western Europe, cooperatives and nonprofit housing organizations ack...unt for

the production and management of more that 20% of all housing in such countries

as Germany and Austria. In Scandinavia, more than 25% of all housing is developed

by cooperatives. Cooperatives can play an especially important role here in the

United States in the rehabilitation and conversion of rental housing to ownership y

the residents. Such conversions can help residents avoid displacement as developers

buy up old complexes and convert them to higher-income condominiums.

Cooperatives an also help rural people .vith :wale improvements and 'scattered -sits'

5
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cooperatives can help elderly Americans to continue to live in their old

neighborhoods, avoiding premature moves to nursing homes or other institutions.

There arc already several examples where federal funding has been successfully

provided for housing through private or mixed publiciprivate institutions. One is

the Neighborhood Reinvestment Corporation (NRC), which was established by the

Housing and Community Development Act of 1978 and is doing important work

around the country in vdisraairtg urban neighborhoods. Another example is the

National Cooperative Bank (l" ), established about ten years ago with federal funds

but operating now as a private sector bank owned by the cooperatives it serves.

The NCB has an impressive housii.g portfolio exceeding $200 million and operates as

a very efficient, private sector housing bank with a minimum of red tape and

maximum service.

V CONCLUSION

Many recent housing reports and news articles have called attention to the housing

crisis that poor and moderate-income people face here in the United States. If we

arc to develop an effective new framework for housi in Ame ilea. we should create

a new, more prominent place for cooperatives and ,ther nonprofit organizations

within tint framework. We should also provide moic funding thrf oh private sector

channtls to allow these organizations more flexibility in developing innovative

shelter projects, especially for the working poor.

6
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A HOUSING AGENDA FOR AMERICA

A Federal-City Partnership

Raymond L. Flynn*

Decent, affordable housing is the American Dream. The task

for the next president, and the next Congress, is to begin

to fulfill the promise first made by Congress in 1949 of a

"decent home" for all Americans.

In this article, I want to recommend three

form the basis of a new direction in federal

The first deals with homelessness; the second

the existing stock of subsidized housing; an

expanding the supply of affordable housing.

areas that can

housing policy.

with preserving

d the third is

During the past few year , the rising tide of homelessness

has put the nation's housing crisis back on the front pages.

The sight of Amer4cans sleeping in alleyways and streets has

stirred the country's conscience. It has led to a wide range

of grass roots efforts -- by religious and other volunteer

groups, as well as local governments -- to provide ,the homeless

with shelter and

than doubled the

Sarveys conducted

food. In Boston, for example, we have more

number of emergency shelter beds since 1984.

by the U.S. Conference of Mayors' Task Force

on Hunger and Homelessness, which I have the honor to chair,

reveal that cities and volunteer groups are stretching their

limited resources to provide basic services for the homeless,

but the need far surpasses available resources.(1)

* Raymond L. Flynn, mayor of Boston, is chairman of the U.S.
Conference of Mayors' Task Force on Hunger and Homelessness
and a member of the Democratic Party Platform Committee.
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If the record numbers of people on America's streets had

been driven there by a natural catastrophe, many states would

be declared disaster areas. But even though homelessness is
a national problem, the Reagan administration has given only

lip service to the _ssue, and has taken no responsibility for

its role in swelling the ranks of the homeless through its

cutbacks and policies.

Homelessness is a symptom of a much deeper problem -- the

nationwide shortage of affordable housing. This problem, in

turn, is a direct result of the federal government's withdrawal

from housing assistance.

Those of us on the front lines of the housing crisis see

the impact of these cuts every day. We look at vacant buildings

we want tc rehabilitate. We look at
like to se ca new construction. We look

which force families to choose between

as heat, food, and medical care. We

could be cut by weatherization programs.

lists for public and subsidized housing.

empty lots where we'd

at skyrocketing rents,

such basic necessities

see energy bills that

:e look at long waiting

Ail we look at homeless

people in our streets, alleyways, subways, and shelters, and

see Americans who deserve decent, affordable, permanent housing.

In the late 1980s, however, housing is a growing concern

among many sectors of our population. It is no longer simply
a problem for the poor, but also for working-class and

middle-class Americans. Because the housing crisis is

widespread, we an now fashion a federal housing policy with

broad appeal -- one that can help restore the American dream

aid the promise of opportunity for all. Affordable housing

must be a centerpiece of a new urban agenda.

°P&P853
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Indeed, from the late 1D40s through the late 1970s, the

housing conditions for the American people c.,eadily improved,

thanks primarily to federal housing polit,es. During that

period, the federal government was committed to improving the

quantity, quality, and affordability of housing for all income

groups and age groups. Home ownership rates increased steadily,

reaching 65 percent in the 1970s. Low-income Ameri^- were

served with a variety of program, to boost subsidi.,,e- rental

housing. The quality of housing improved as well. During

this period, the number of Americans living in substandard

units declined significantly. Of course, there was always

room for improvement. But in that three-decade period, America

set high standards for itself, and .1..^77ied its talent and

resources to reaching the goal of 6.,ent, affordable housing

for all.

In this_ decade, however, Washington has transformed the

American dream into a nightmare.

Since 1981, the federal government has all but dismantled

the nation s housing programs. The number of new federally

assisted units has plummetted from above 200,000 to about 25,000.

Houe/g programs funded by the Department of Housing an UrLan

Development (HUD) have peen cut from over 4'33 billiun to under

$8 binion -- a 75 percent cut.

The Impact of Federal Withdrawal

The consequences of the federal government's withdrawal

from housing have been disastrous. We have seen a steady erosion

in the quality of life in our communities. Americans have

begun to lose confidence in the ability of our economy to

"deliver the goods." The housing crisis has become the

number-one topic of conversation across the country. From

posh suburbs to inner-city nlighborhoods, from city halls to

ric
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state houses, from corporate boardrooms to neighborhood bars;

from young families to the elderly, the shortage of affordable

housing is on everyone's mind.

Home ownership the symbol of the American dream -- is

increasingly beyond the reacn of the American people. In 1949,

the average 30-year old home buyer needed to spend 14 percent

of his paycheck to afford the typical awe. By 1985, the figure

had risen to 44 percent. Since 1980, home ownership rates

have fallen each year. For young families, in particular,.

this dream has become an illusion. The home ownership rate.

among 30 - 34-year olds, for example, declined from 59 3 percent

in 1981 to 54.7 in 1985. A recent report by the Joint Center

for Housing Studies of the Massachusetts Institute of Technology

(MIT) and Harvard .University warned that "young households

feel thwarted by the high cost of home ownership and alarmed

about their_prospects of ever being able to buy."(2) According

to American Demographics, the proportion of young adults living

at home with their parents is higher now that it has been at

any time since the 1950s.(3)

The rise in home ownership costs has pushed many households

back into the rental market. Because of this growing demand,

rents have skyrocketed, rising much faster than income. Renters

are thus paying a growing portion of their income fox rent.

(The average rept burden grew frog 20 to 29 percent of income

between 1970 and 1983.) This is particularly true for the

poor, whose ranks are swelling nationwide, and who have the

least discretion in allocating their limited incomes. According'

to th MIT-Harvard study, one-quarter of the poor pay over

three quarters of their income for rent. (The new tax law

makes matters worse, by eliminating incentives to build new

rental housing and by pushing curren landlords to raise rents.)
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The most serious consequence of this housing crisis is the

rise in homelessness. A 25 -city survey, results of which we

released in December 1986 by the U.S. Conference of Mayors,
found an increasing demand for emergency shelter across the
country. Perhaps the most tragic finding was the growing

'proportion of families and children among th- nation's homeless

:population.(4) A follow-up survey of 29 cities, released in

May 1987, found that the number of families seeking emergency

shelter had increased by 31 percent in two years. Every survey

city reported that the number of :amines temporarily living

:with friends or relatives has increased.(5)

This epidemic of homelessness in our affluent society is

a national scandal.

The housing crisis is also a problem for American business

and the overall economy. High housing costs make it difficult
'for employers to attract employees. The chief economist for
the Port Authority of New York and New Jersey recently told
the New York Times: "Companies are not going to expand here
when their employees can";. afford homes."(6) The business

community needs to become a more vocal advocate for affordable

.housing.

The Search for Solutions

During the 1980s, as the Reagan administration dismantled

his federal housing programs, state and local governments have

assumed a greater responsibility for dealing with the escalating

demand for affordable housirv7. Out of necessity, they have

developed many innovative programs, combining public and private

initiatives, including partnerships with foundations and

community-based organize-ions.(7) Of course, there is no way
that cities and statas can fill the huge gap created by the

federal government's withdrawal from housing. Only the federal

8 5
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government has the resources to meet this basic need. But

many of the creative efforts of lOcal governments can provide

models for federal programs in the future. What is needed

now is a partnership between the federal government and our

cities, with the federal government providing the resources

and the lomlitles providing the initiative and taleat.

In housing, the problem is not to get the federal government

off our backs. It is to get federal dollars back in our.

communities. We need to create a broad, bipartisan coalition

to support an expanded federal role in housing.

Congress is currently (August 1987) reviewing a $16 billion

housing bill to expand funding for existing programs while

initiating a few new programs. This is the first major housing

bill since President Reagan took office. Certainly this

legislation neither overhauls our housing policy nor gets close

to meeting the nation's housing need's. But JA.. does reflect

a changing mood in Congress, a first step in recognizing the

housing crisis, and a response to growing grassroots pressures.

The chairpersons of the two horsing subcommittees in Congress

-- Senator Alan Cranston (D.-Cal.) and Rep. Henry Gonzalez

(D.-Tex.) are committed to developing a new horsing policy

that restores the federal government's role in housing. Various

task forces and ad hoc groups have been sJt up to solicit "new

ideas" to restore and redirect the federal government's role

in housing.

Growing cqncern in Congress, allIng with the current

Presidential campaigns, will trigge.. a national debate on housing

policy, waged in the press, through studies and reports, and

election campaigns at all levels of government. This presents

housing advocates with a rate opportunity to inject their ideas

into the debate and to promote a new vision and a neW

direction -- for national housinglaolicy.

1111
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The Massachusetts experience suggests that it is possible

to create .a tical climate that strongly supports housing.

There is a broad constituency for affordable housing, which

is led by Governor Michael Dukakis, and includes the state

legislature, mayors, private developers, community development

corporations (CDCs), unions, religious organizations, tenant

groups. and neighborhood associations. The state's business

community understands that to attract employees and to sustain

economic growth, we need affordable housing. Business leaders

have helped to create the Boston Housing Partnership and the

Massachusetts Housing Partnership, umbrella organizations of

priv sector, government, and community leaders that

played key roles in expanding housing opportunities for

and moderate-income people.

New Directions- A Three-Part Approach

have

low-

What should federal housing policy look like in the

post-Rergan period and through the end of this century? Three

components are:

o First, emergency shelter and services for our most

vulnerable citizens -- the homeless and near-homeless

o Second, preservation of our existing subsidized housing

inventory

o Third, a Major supply program to build affordable housing,

based primarily-on nonprofit developers

Emergency Shelter and Services.

As a nation, our first priority must be to help our most

vulnerable citizens. In the 1980s, as noted earlier, we have

witnessed an increase in the ranks of poor, particularly among

women and children. Almost one-quarter of children under the
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age of six live in poverty. In general, about one out of seven

Americans live below the poverty threshold. Structural changes

in the nation's economy have increased the number of low-wage

jobs and working ;or, people whose salary is below the poverty

line.

Federal cutbacks have cut huge holes in the so-called safety

net, leaving more and more Americans vulnerable and needy. For

example, job training programs slashed from $11.5 billion in

FY 1981 to $2.4 billion in FY 1986. Further, wit% the growing

vulnerability of Americans to layoffs and temporary (but often

calamitous) poverty, the percentage of unemployed persons

receiving unemployment insurance benefits hit a record low

in 1986; it is now only about half what it was in 1980, when

the unemployment rate was about the same level as it is today.(8)

The homeless are those who have suffered most from the

widening holes in the safety net. The cumulative effect of

federal cutbacks and reductions is the tragedy of growing

homelessness and hunger in this wealthy nation.

AnerioL's homeless population comprises poor persons who,

for a variety of reasons, cannot afford a permanent roof over

their heads. A growing number of the homeless are families,

paizicularly children, who must live the rest of their lives

with the emotional scars and physical problems created today

by America's Allure to provide decent food and housing.

In addition, 4 substantial segment of America's homeless

are mentally ill persons. They are victims of the policy of

deinstitutionalization, begun in the 1960s, which emptied our

nation's mental hospitals without providing adequate resources

for community -Ntsed facilities. Nationwide, the number of

persons institutionalized in mental hospitals declined from

505,000 in 1963 to 138,000 in 1980. The nation's homeless

shelters are often filled with these mentally ill persons. For

850
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example, at the Pine Street Inn, Boston's largest shelter,

between 50. and 60 percent of tne guests on any given night

suffer from mental illness. Many shelters have becomo, de

facto, America's new mental institutions.

The most frustrating aspect of homelessness is that Americans

have the will to address this most basic human need. Cities

around the country are working with individuals and organizations

who are giving their hearts and souls to others in need. I

have been privileged to work with advocates such as Mitch Snyder

of the Community for Creative Non-Violence, and Robert Hayes

of the National Coalition for the Homeless, as well as many

staff and volunteers in Boston's shelters and soup kitchens,

who reflect the many caring people who give us hope for the

American spirit.

We must give these people the resources they need to help

the homeless. Private charity and local government cannot,

on their own, provide these resources.

Our immediate response must be to restore the safety net
for these vulnerable Americans. The One Hundredth Congress

took an important step to provide this emergency assistance.

In Spring of 1987, the Congress passed a $425 million bill

sponsored on a bipartisan basis, to provide funds for the
homeless. House Speaker Cim Wright carried through on his

pledgo to "fast track" the legislation. The bill, which will

expand emergency shelter, food, and health care for the homeless,

is a vital first step. It will help cities like Boston that

are stretching their limited resources, working with nonprofit

groups and foundations to add shelter beds, soup kitchens,

rent subsidies, and mental health and health programs for those

who live in the vtreets and in the shelters. Its swift passage

was a fitting tribute to its cosponsor, the late Representative

Stewart McKinney, (R.-Conn.), who died in April 1987.

800
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In addition, Senators Albert Gore (D.-Tenn.) and Daniel

P. Moynihan (D.-N.Y.) have filed the Homeless Persons Survival

Act. Working clesqly with the Nat_onal Coalition for the

Homeless, Senators Gore and Moynihan, with Representatives

Mickey Leland (D.-Tex.) and Leon Panetta (D.-Cal.), draftee.

a bill targeted at $4 billion 'hat would provide housing, food,

and social service benefits ceded to serve the many faces

of homelessness.

We also need funding specifically to create transitional

housing for women and children. Transitional housing is designed

to help women get back on their feet and become independent

following a family tragedy -- a divorce, an abusive domestic

situation, widowhood, job loss, or eviction. It is a self-help

approach that provides the support needed in order to live

independently. It is an opportunity to leave a shelter and

prepare for independent living. In Boston, we have corked

closely with women s groups and social service providers to

create transitional housing programs.

It is critical to expand resources to assist the homeless.

The ultimate goal, however, is to eliminate the problem of

homelessness altogether. The major step toward achieving that

goal is to protect and expand permanent, affordable housing.

Protectilg Existing Houzing

The most valuable housing resource in the nation is the

existing inventory of public and subsidized housing. During

the past 40 years, the federal government has helped construct

more than three million units of low-income rental housing.,

This includes approximately 1.3 million units of public housing

and about two million units of private assisted housing.
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Tha American public has a substantial investment in this

housing inventory. There is absolutely no way to replace these

units if they are lost as low-income housing; it is much more

cost-effective to preserve this inventory than to build another

3.5 million low-income housing units. In addition, the social

cost of losing these units -- the displacement of families,

the public funding to serve the families mde homeless, the

jump in welfare, and related public dollars -- would be

overwhelming. The federal government should protect the public's

investment.

We cannot allow HUD to become simply an auctioneer at a

garage sale.

Toward this end, the Reagan administration and Congress

shinAd abandon all plans to sell off public housing. A

.BUD-sponsored demonstration project is currently under way.

Only a handful of public housing agencies even volunteered

for the program. They recognized it as simply an effort to

rid the federal government of its commitment to support public

housing -- in effect, to balance the federal budget on the

backs of the poor. Allowing tenant groups the opportunity

to participate in management is a usflul concept. But selling

low-incomc public housing to tenants -- without safeguards

against windfall profits or any attempt to replace these scarce

units -- is a flagrant misuse of public dollars.(9).

What makes more sense is to encourage tenant self-help and

long-term affordability. To do this, HUD could help public

heusing tenants to transform their developments into

resident-owned and managed limited-equity cooperatives. To

make this feasible, HUD would have to provide tenants with

the down payment, covide ongoing operating subsidies, and

provide technical ase.stance to help tenant groupzi develop

management skills. Por the rest of the public housing stock,

Congress must provide resources to guarantee these residents
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safe, decent housing and -- through a variety of antipoverty

programs -- opportunities to lift themselves out of poverty.

A more pressing issue is the fate of the 1.9 million private,

government-assisted housing units

inventory is a ticking time bomb

General Accounting Office (GAC)

across the nation. This

waiting to explode. Recent

reports revealed that these

developments face two related crises: First, project-based

subsidies (primarily Section 8) are scheduled to expire; second,

20-year use restrictions (which allow owners to opt out of

their pledge to guarantee low- and 'moderate-income housing

by prepaying the mortgage) are scheduled to expire.(10) When

these restrictions expire, these low-income units could be

turned into market-rate housing or (in weak markets) go bankrupt.

Either way, tenants would be displaced and pushed into a tight

housing market. Between now and the year 2000, most of the

1.9 million.assistea units will be at risk as their subsidies

or use restrictions expire. Between 209,000 and 900,000 units

may be lost by 1995 alone.

Now is the time to plan for this inevitable situation.

Policies must be devised to preetrve these developments as

affordable housing.

Owners must be encouraged not to prepay mortgages, while

funds must be allocated to continue the subsidies. The most

cost-effective use of federal funds, however, would be to assist

nonprofit groups and resident-owned loperatives to purchase

and manage this inventory, rather taan simply pour more cederal

subsidy dollars into filling the gap between what tenants can

afford and the rents needed for absentee private landlords

to make a profit.

In Boston, we have had successful experiences t4ensforming

at risk HUD-subsidized projects into cooperative and nonprofit

housing. HUD, in fact, has occasionally seen the wisdom of

78-541 0 - 87 - 28 A63



850

Page 13

this cost-effective approach by allowing residents to use their

rent subsidies as equity for cooperatives, and by allowing
nonprofit groups, through the Boston Housing Partnership (BHA),

to buy distressed projects, rather than selling them off to
the highest bidders. This approach saves taxpayers dollars,
gives residents a great stake in their homes, and guarantees
the long-term presentation of affordable housing by removing
it from the speculative market.

Congress must create incentives for current owners to either
retain these units as low-income housing or sell them to
nonprofit groups and tenant cooperatives. Congress should
appoint a task force -- with representatives of tenants, private

owners, nonprofit groups and local, state, and federal government

-- to develop a workable approach to protect this inventory.

In the -meantime, Congress should place a moratorium on

prepayments -- or at least require owners to give substantial

prior notice of their intent to prepay -- in order to provide
time to find solutions that will preserve this low- income

nousing. This would simply parallel the moratori.am Congress

already placed on Farmers' Home Administration.houning.

We must not allow this ticking time bomb to explode. If

it does, the vict;ms will be millions of low-income Americans,

their neighbors, and the cities they live in.

The New Partnership: A Community-Based Supply Program

We are a nation of builders and dreamers. 'v maintain our

country's greatness, to expand opportunities for all, we must
continue this legacy. We must build more housing to sustain
the American dream.

814
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We continue to suffer from a shortage of affordable housing.

We see this not only in the expanding waiting lists across

the country for public housing, and not only in the many housing

vouchers that go unused because of a tight private rental market,

but also in the growing demand for moderate-income home

ownership. For example, the Bricklayers' and Laborers' Union

recently constructed 17 brick townhouses in South Boston and

sold them, at coat, for $70,000 -- less than half the market

value. More than 200 persons applied for these units, which

were sold by lottery. Soon after the Union started construction

on another 48 units,'in Charlestown more than 1,700 families

applied. The story is the same elsewhere -- for example, the

long wait in Brooklyn to buy a home through the Nehemiah Program

(named after the biblical figure who rebuilt Jerusalem.)

To meet this demand, we must expand the supply of housing,

both rental.and owned for low-income and moderate-income persons.

An ambitious supply program will not only help satisfy this

demand, it will also create many new jobs, help rebuild our

communities, and restore confidence in our country's promise

of opportunity.

The question is not whether to embark on a new supply program,

but how to do so.

Fortunately, much can be learned from the recent efforts

of local governments and community groups that -- during these

lean years of federal cutbacks -- have found creative ways

to build affordable housing. Across the country, the 1980s

has been a period of renewed local initiative. In particular,

many cities and states have nurtured community-based, nonprofit

housing developers, who helped rebuild neighborhoods that the

federal government and for-profit developers had ignored or

Andoned.

These grass roots efforts -- by churches, neighborhood grou,s,

unions, and others -- planted many seeds. Local and national

8f 5



852

Page 15

foundations, along with the local government, provided financial

support to help these seeds grow. The Local Initiatives, Support

Corporation (LISC), launched by the Ford Foundation, and the

Enterprise Foundation, headed by developer James Rouse, have
worked closely with these nonprofit groups to develop new

construction, rehabilitation and financing techniques. In

Brooklyn, a coalition of churches launched the Nehemiah Program,

which is rebuilding a blighted neighborhood with low-cost housing

for working-class homeowners. The churches provided

interest-free constructio-. loans, the city donated 30 blocks

of vacant land and granted each buyer a $10,000 interest-free

second mortgage, and the state provided below-market mortgages

from a tax-exempt bond.

Across the country, these nonprofit community-based, efforts

have now borne fruit. Thousands of units of affordable housing

-- sold at or below construction costs -- are now in place
that would not have 1- en there without these initiatives. These

groups have become sokaisticated developers -- a vast improvement

over some well-intentioned but naive nonprofit groups that

emerged in the 1960s. This generation of nonprofit builders

combine social concern with hardnosed business skills.

Some cities have formed umbrella organizations of

community-based, nonprofit developers to improve efficiency
and expand the scale of development. The Boston Housing

Partnership (BHP), the acknowledged leader of this approach,

is a consortium of private, community, aml government leaders,

whose board includes the heads of major banks, the directors

of nonprofit CDCs,, and top government officials. The city

government provided $4.1 million in Community Development Block

Grant funds(11), and the private foundations contributed $430,000

for initial seed capital and acquisition; the state provided

financing and rent subsidies. Through BHP, 10 nonprofit groups

have renovated 700 units -cf low-income rental housing -- a

$38 million project. The BHP is so successful that a consortium
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of local and national foundations, including LISC and the United

Way (which is supporting housing for the first time) has

committed $4 million for a six-year support program. the BHP's

next project is the rehabilitation of 950 apartments in HUD-owned

buildings that were saved from HUD's auction block by community

pressure.

New York City, Chicago, Cleveland, and other cities are

developing similar partnerships.

These efforts are working well. But local governments,

churches, and ,foundations simply lack the resources to turn

these small success stories into a major new nationwide supply

program for affordable housing. Only the federal government

has those kinds of resources. It is now time for Washington

to learn the lessons from these local efforts. What is needed

is a partnership between the federal government and these

community-based housing efforts.

The mechanism for realizing this goal is a National

Community-base0 Housing Partnership program. Through this

program, the federal government would provide matching funds

to locally based, nonprofit housing initiatives. Federal dollars

would be matched by local government, business, private

foundations, the United Way, churches, or other entities.

Matching grants are a good way to encourage local efforts by

helping those communities that help themselves. This program

is the best way to leverage federal funds.

First, the program would provide federal matching grants

for seed money. This would enable local, nonprofit housing

partnerships to start, or expand, their development efforts.

The grants would provide these groups with 'p -front funds for

staff to do planning, and architectural work, put rinancing

together, and acquire abandoned buildings for rehabilitation

or vacant lots for new construction.

7
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Second, the federal funds would provide capital grants to
community-based partnerships for the construction of housing.
Direct capital grants are much more cost-effective than the
current approach. They reduce the long-term debt that escalates

the cost of,housing far beyond construction costs.

Ironically, the Department of Defense, which uses this
approach to house military families, has a lot to teach us
about housing development. Over the years, the military has
constructed 400,000 units of family housing. It is financed
and operated for the most part by direct capital grants
appropriated by Congress -- eliminating both the debt burden
and the speculative resale that drive up the cost of conventional
private housing.

Who can turn down an idea that draws on both local CDCs
and the Pentagon for its inspiration?

Housing, especially for low- and moderate-income people
is expensive to build. But Congress need not carry the stigma
of simply throwing money.tt problems. A National Community-based
Housing Partnership program is a viable, cost-effective
alternative to some of the wasteful federal programa of the
past and the do-nothing approach of the present. By learning
from the successes of grass roots initiatives, the federal
government can chart a bold new course in housing policy.

Making Housing a Priority

This three-pronged approach to solving our deepening housing
crisis -- providing eaergancy shelter and services for the
homeless, preserving the existing inventory of assisted housing,
and creating a supply program linking federal dollars to
community-based partnerships -- provides an opportunity to

place housing at the top of our nation's agenda once again.
There is, across the country, a growing awareness that while
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there is much to learn from the mistakes of past federal housing

programs, the answer is not simply to completely withdraw from

housing. We need a new direction, one that will address the

housing needs of our citizens, but do so in a way that is

cost-effective, flexible, and sensitive to local approaches.

Equally important, it should target resources to those who

need it most -- low- and moderate-income Americans.

Government must play a leadership role in expanding housing

opportunities for all Americans. In housing, there is no such

thing as a completely private free market. The private housing

industry is aided by a wide (but often invisible) array of

government supports -- from tax deductions for builders and

buyers, to insurance for lenders, to secondary market mechanisms.

This support system is an essential component of our private

housing market, and is responsible for the considerable housing

progress our nation made during the three-decade period following

'World War II.

The federal government must extend, not reverse, this

progress, by providing funds to build and preserve housing

for low- and moderate-income Americans. It must do so in

partnership with local and state governments that have

demonstrated their capacity to create innovative approaches

to housing, but lack the resources to meet the needs.

We still have a way to go to fulfill that promise, first .

made in 1949, of a decent home for all Americans. We should

not stop our efforts until we have succeeded.

8'gf)
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PRODUCING LOWER INCOME HOUSING: LOCAL INITIATIVES,
BureaUt of National Affairs, Washington, D.C.,1986;
Mary K. Nenno, NEW MONEY & NEW METHODS: A CATALOG
OF STATE AND LOCAL INITIATIVES IN HOUSING AND COMMUNITY
DEVELOPMENT, National Association of Housing and

Redevelopment Officials, Washington, D.C., 1986; John
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Sidor, STATE HOUSING INITIATIVES: A COMPENDIUM, Council

of State Community Affairs Agencies, Washington, D.C.,

1986; DECENT AND AFFORDABLE HOUSING FOR ALL: A

CHALLENGE TO THE STATES, National Governor's

Association, Washington, D.C., 1986.

Center on Budget and Policy Priorities, Smaller Slices

of the Pie: The Growing Economic Vulnerability of

Poor and Moderate Income Americans, Washington, D.

C., 1985.

9 Hilary Silver: Jvdith McD9nAlei: And ;Amnia T. Ortiz,

"Selling Public Housing: The Methods and Motivations,"

Journal of Housing, November/December 1985; Peter

Dreier, "Public Housing for Sale," New Republic, August

4, 1986; Morton J. Schussheim, "Selling Public Housing

to Tenants: How Feasible, "Congressional Research

Service, Washington, D.C., December 1984, and E. Jay

Howenstine, "Selling Public Housing to Individuals

and Cooperatives: Lessons from Foreign Experience,"

Urban Law and Policy, 7, 1983.

10

11

"Rental Housing: Potential Reduction in the Privately

Owned and Federally Assisted Inventory," U.S. General

Accounting Office, Washington, D.C., June 1986; and

"Rental Housing: Potential Reduction in the Section

8 Existing and Voucher Inventory," U.S. General

Accounting Office, October 1986.

This is a good example of the importance of federal

Community Develoment Block Grant funds. The CDBG

program provides flexible funds to help cities address

their diverse, housing, economic development, and

human servic, nclds. CDBG funds have been a major

victim of Reagan's budget cuts. Instead, the program

should be expanded in funding and scope.
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CITY HALL
LOS ANOSLICS. C.ALIoRNIA 00012

September 22, 1987

Honorable Alan Cranston
U.S. Senator
United States Senate
Washington, D.C. 20519

Dear Senator Cranston:

To assist with your effort to introduce landmint housing
legislation for the Nation, we have collected housing policy
proposals from various agencies of the City of Los Angeles.
Fifteen proposals are presented along with the letters from each
City agency which describe the rationale for each one.

As requested in your initial announcement of this legislative
project, we are submitting these prior to October 5 so that they
can be incoporated into your process of review through
conferences and meetings in Washington and throughout the
country.

We hope these suggestions are useful and are thankful that you
are undertaking such a major legislative initiative which will
respond to the housing problems of the Nation and those of the
people of the City of Lis Angeles.

-Yours truly,

.

t (
.

(t

John Ferraro
President, Los Angeles City Council
Chairman, Intergovernmental Relations Committee

Robert Farrell
Chairman, Grants, Housing and
Community Development Committee
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Proposals_for Federal Upueing Policies

1. Provide Federal funding for rental housing developments which
reserve 20% of their units for very low income households
using the following guidelines:

allocate funds to localities on a semi-entitlement basis

limit eligibility to larger jurisdictions with documented
housing needs and proven housing production records

require local plans allocatin; local resourcea. (such as
expedited processing and density bonuses)

have a guaranteed amount of minimum funding to all local
governments to operate a serious and well planned program

2. Double the volume authority available for tax-exempt housing
bonds, either . by increasing the "private activity" bond
allocation or through a separate allocation for housing bonds.

3. Extent beyond the ct ,nt 1988 sunset date, the availability
of single family housing bonds.

4. Give clear legislative mandate to the federal mortgage
agencies - FNMA, FHLMAC and GNMA - to provide the credit
enhancements needed by local governments to issue tax-exempt
and taxable housing bonds.

S. Oppose creation of a new housing block grant which eliminates
current housing programs, L.ich as Rental Rehabilitation and
Housing Development Grants, and which is funded only by
current resoures.

6. Oppose the abandonment of past commitments such as housing
as.istance payments contracts. Respond to the expiration of
low income rent restrictions which are scheduled to end soon.
New federal policy should:

establish a pre-payment moratorium to prevent the
expiration of rent restrictions

apply a windfall tax to conversions of assisted housing to
market housing and provide tax advantages to owners who
sell to buyers willing to maintain low income restrictions

establish a FHA refinancing progiom to protect against rent
increases and continue subsidies to tenants.

prohibit displacements of tenants where contracts expire
and/or provide relocation to comparable housing

allow non-profits or current tenants a right of first
refusal to acquire expired units

873
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7. Establish annual ntrOonwide housing production goals such as
the 600,000 unit goal set in 1968.

8. Structure new housing programs to address family, elderly and
those with special needs - handicapped, recently
deinstitutionalized, emotionally disturbed, runaways, and the
homeless.

9. New programs funds should contain special incentives and funds
for management of assisting the "hard to house" - families
with poor credit histories, deinstitutionalized mental
patients, homeless, etc.

10. FHA should reinstitute its "Special Risk Fund" to allocate a
percentage of its loans to insure with less stringent
underwriting standards, housing developments in redevelopment
areas or for the very low income households.

11. Include the use of nonprofit organizations and community based
organizations Sn federal housing programs.

12. Provide assistance for seismic rehabilitation which includes
long term, low interest loans with repayment based on the
building's ability to absorb the new debt.

13. Raise the income limits for households entering public housing
units (conventional public housing) and establish maximum
income limits for continued occupancy.

14. Include anti-drug programs and protective services as
eligible costs in using funds provided for public housing
operations.

15. Amend rules regarding site selection and prototype costs for
public housing so that instead of allocating units, funding is
allocated to give Public Housing Authorities the flexibility
to produce safe, decent and sanitary housing within quality
standards of the community.
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CITY OF LOS ANGELES
CALIFORNIA

TOM BRADLEY
sac.

AUG 2 S 1337

Hon. MaYor To Bradley
Mayor. City of Los Angeles
Room 305. City Hall

Attention: Grace M. Davis
Deputy MaYor

ATTAMENT

Ce4444.--4T 01111M4441441
441

111w 41.1,441
la* tttttt 900.

111)1001A111

C.F.87-1340
C.D. Citywide

Contact:
Ralph Esparta X3406

Dave Perel X6505

AUL 1 ^'Ht

otAvilg.iNeo.

GRANTS TRANSMITTAL: Proposed Federal Housing Policies
(Farrell-Flores Motion)

NARRATIVE

Transmitted for your review, approval. and further processing are
a series of proposals for submission to Senator Alan Cranston for
his consideration in the development of a new national housing
policy and program. This report has been prepared in response to
the Farrell-Flores motion (C.F. 87-1340).

liagEgi=gd

Sen. Alan Cranston, in assuming the chairmanship of the Housing
Subcommittee of Senate Banking and Currency Committee, has
announced his intention of enacting new federal housing
initiatives during the next two years. The timing could hardly be
more appropriate given the direction of federal housing policy
during the past six years.

With the elimination of the Section 8 new construotion program in
the first year of the Reagan Administration the federal government
was without a low - income housing production program for the first
time since the beginning of the New Deal. During this period part
of this gap was closed by this citY and other state and local
governments through mortgage revenue bond financing. However,
this tool was severely restricted by the Tax Act of 1986. The Tax
Act placed severe volume limits on such financing (a 75% reduction
this year and an 80% next year from the level of issuance in
California in 1984) and unrealistically narrow income targeting
(from a 20% set aside for households below 80% of median to 20%

875
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Hon. Tom Bradley 2
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for households below boi or 40% for households below 60% of median
for multifamily housing).

Congress dld enact a limited housing production program in the
form of the Housing Development Grant program. This program
provides flexible development grant ansietanee for individually
approved projects. However, this program is woefully inadequate
both in its level of funding and administration. The program has
received limited funding only over the opposition of the
administration. Funding availability is uncertain each year, but
successful projects must have firm financing commitments. Each
approved project is a separate grant and actual funding takes
several years. Consequently, the program cannot serve as a
systematic housing production resource.

AnY realistic new federal housing policy initiatives should
recognize the lessons of past experience and the constraints of
the present:

-Development projects must be of a mixed income nature
in order to avoid the management and segregation
problems associated with Public Housing and to
minimise the required level of federal subsidyi

- Federal/local/private sentor joint involvement is
needed to essur6 efficient use of federal fund. and a
program responsive to diverse local housing needs;

- Rigid federal design and cost formulas, along with
detailed federal project review, will produce projects
both more costly and more likely to meet neighborhood
resistance; rather local governments and developers
should be given incentives to maximize the leveraging
of federal assistance funds;

-Many state and local governments, through the
operation of mortgage revenue bond programs, have
developed --'stantiel housing finance and development
*sportily-, ,onus offering the opportunity for
effective local federally assisted housing
administration:and

-Even with a new national administration in 1989,
federal assistance dollar.; will continue to be
limited due to the fader, budget deficit.

The Community Development Department proposes the following
outline of a new federal housing policy:

1. Funding would be evoilable for development or
financing assistance for rental projects reserving
at least 20% of their units for very low income
households;

§7 6
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2. Unlike the current HDG program, a majority of the
funds would be allocated on a semi-entitlement
basis. Unlike the CDDG progeemi m1(40,0404
threshold in terms of jurisdiction size would be
substantially higher, need for additional housing
supply would be a critical factor in the allocation
process, and recipients would need to demonstrate a
proven housing production record;

3. Entitlement as well as discretionary recipients
would be required to develop a housing resource plan
providing local development (such as density bonus
and expedited processing) assistance as well as
local financial resource assistance (gap assistance
and bond financing for example). Upon acceptance cf
the plans, individual projects would not require HUD
approval;

4. While the level of funding will be constrained by
the federal budget deficit, there must be a level,
both in the amount of funding and the certainty of
funding, to constitute a serious program around
woh local governments can plan.an efficient and
responsive program;

5. The volume authority for tax-exempt housing bonds
should be doubled from the amount available in 1986,
either by an increase in the amount available for
"private nctivity" bonds or through a separate
allocation for housing bonds;

6. In addition to an increase in the available volume
authority for housing bonds, the authority to issue
single family bonds should be extonded beyond the
1988 sunset date. Single family mortgagm revenue
bonds remain the only tool available to the City
to assist moderate income home purchase;

7. The federal mortgage agencies-FSHA, FHLHAC. and
GNHA-must be given a clear legislative mandate to
participate, consistent with responsible real estate
underwriting, in local housing programs through the
provision of credit enhancement for tax-exempt and
taxable bonds issued by local governments.

These proposals are offered as part of a new commitment by the
federal government towards housing and urban development.
Funding under the program would be in addition to existing
programs such as Rental Rehabilitation and Section 8 Existing. A
housing block grant wherein existing and possibly new activities
are funded from existing resources must be rejected.

Moreover, new federal housing commitments should not permit the
abandonement of post commitments, namely the possible dislocations
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and absolute low cost housing loss due to the expiration of
Housing Assistance Payments Contracts and the expiration of
low-income regulatory agreements. Federal responses to this
problem must be in addition to the type of new initiatives
described in this transmittal.

Finally, a special cooperative effort between the federal
government and local governments must be launched to provide
shelter assistance for the homeless in the nation's urban areas.

The proposals set forth in this transmittal represent en initial
starting point in what is expected to be a two Year legislative
development process. As a consensus begins to form from various
housing groups and local governments the City should seek to
actively shape any such emerging housing policy so that it is
supportive of its housing needs.

RECOMMENDATIONS

The General Manager of the Community Development Department
respectively requests that:

1. Your office process this transmittal to the Grants
Committee of the City Council;

2. The Grants and the Intergovernmental Relations
Committees, as well as the full City Council
consider and adopt these proposals as part of its
legislative agenda and actively communicate its
position to Sen. Alan Cranston

3. The Mayor concur with the action of the City
Council.

nt.d Ey

DOUGLAS S. FORD
General Manager

cc: John Tuite, Administrator, Community Redevelopment
Agency

Leila Gonzales-Correa, Executive Director, City Housing
Authority
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THE COMMUNITY REDEVELOPMENT AGENCY OF TaCI1;40. LPANGELES

44'25 pis

MEMORANDUM 03

DATE: AUGUST 24 1987

TO: WILLIAM McCARLEY, CHIEF LEGISLATIVE ANALYST

FROn: JOHN J. TUITE, ADMINISTRATOR

St.?3ECT: COUNCIL FILE 87-1340
FEDERAL HOUSING BILL MOTION

In response to the subject Council motion, and conversations wit,
Joe Lopez of your staff, the Agency hereby transmits suggestions
of items which might become part of a new federal housing bill.
Consistent with Mr. Lopez's request, our submittal is brief,
although explanatory material can be provided if desired.

The Agency's recommendations are similar to input provided hen I
appeared at the Housing Forum convened by Senator Cranston in
early July.

Please contact me or John R. Maguire, Deputy Aeministrator, for
further information.

Jilohn J.

cd: Commissioners

Joe Lopez, CLA's Office

-8'7 9
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THE COMMUNITY REDEVELOPMENT AGENCY OF THE CITY OF LOS ANGELES

Federal Housing Bill

1. gstablish Annual Goals and New Programs - Restore federal
commitment to housing and establish annual production goals.
In 1968 the benchmark of 600,000 units was established and
this annual level remains valid today.

New housing programs should ne structured which address -
families (new construction), elderly and those with special
needs (handicapped, recently deinstitutionalized,
emotionally disturbed, runaways, homeless). Without federal
funds those who were to have been protected by the Reagan
Administration's "Safety Net" are suffering: very low
income, elderly, families living in overcrowded conditions.
These people are joining the ranks of the homeless.

The federal assisted - housing budget was $26 billion in
1981 and in 1987 the appropriations dropped to $7.5 billion,
most of which is used to fund existing contracts.

Without federal subsidies, Agency assistance of about
$40,000 per unit is needed to house a low income family of
four (at 80% of median) in newly constructed housing.

The result is at local level - fewer units are assisted for
-ignificantly greater dollars. Agency assists projects with
an income mix of very low, low, and moderate, as a means of
balancing production.

2. Housing Management - New housing Programs should contain
special incentives (extra funds) for the management of
housing for the "hard to house": deinstitutionalized mental
patients, families with poor credit histories, etc. and
other hard to house tenants. In conjunction with this,
special housing programs for the deinstitutionalized are
also needed which would address a major cause of
homelessness.

3. Specialisk Funds - FHA should reinstitute its "Special
Risk Fund" under which a certain percentage of its loans
would be insured with less stringent underwriting standards
which would enable shared financing of projects in
redevelopment areas or for very low income households. These
projects are difficult to finance through conventional means
and the locality must frequently bear the entire cost of
financing.
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4. Von-Profit Developers - All federal housing programs should
include provisions for the use of non-profit organizations,
community based organizations, or community development
corporations as owners or managers of housing. Tax
incentives should be administered to encourage non-profits
to syndicate projects and for joint-ventures between non-
profits and profit motivated developers.

5. Seismic Safety - Federal assistance for seismic
rehabilitation should be provided and should include long
term, low interest loans with repayment based on the
building's ability to absorb the new debt.

Los Angeles and many cther California cities face the
dilemma of whether to upgrade the existing housing stock to
meet earthquake safety standards or to loose these units due
to the owners' inability to absorb the additional debt
required to make the improvements. In Los Angeles there are
30,000 seismic deficient units, of which 7,500 are located
in the downtown and near downtown area. This housing is a
major source of housing for low income persons and the
homeless/potentially homeless.

6. Federal Housing Contracts Expirations - In Southern
California, there are 30,000 units under federal contracts.
Allowing the contracts to expiura will have dire
consequences. Contracts should be extended and mortgages
refinanced or purchased where feasible.

Two studies underway by HUD and National Corporation for
Housing Partnerships will provide information needed to
analyze assisted housing inventory. A field study by
National Association of Homebuilders shows that of 581,000
assisted units which will expire within le years, 25% have
20 year contracts which will expire in Fy 89.

CRA recommends that the housing bill attempt to:

o Establish a re- payment moratorium to cover all federally
subsidized projects.

o Apply a windfall tax to conversions of assisted housing to
market rate and provide tax advantages to owners whc sell to
buyers who agree to maintain projects as low income housing.

o Establish a special FHA refinancing program to protect
against rent increases and to continue subsidies to cover
existing tenants.

o Prohibit displacement of tenants from projects where
contracts expire and/or provide relocation to comparable
housing.

o Allow non-profits or current tenants a right of first
refusal to acquire expired units.
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.1111 HOUSING AUTHORITY OF THE CITY OF LOS ANGELES
515 Columba Memo Los Angeles, Cold. 90017 Bo: 17157 Foy Station 4834440

September 8, 1987

Honcrable Brad.ley
Maycr of the City of Los Angeles
City Hall
200 North Spring Street Room 305
Los Angeles, California 90012

Atte:Alen: Grace M. Davis, Deputy Mayor

DECJI61DIPLC.D.I

W.. «I\Z 4i1MORP/ 4

RANTS TRANSMITTAL: Proposed Federal Housing Policies
Farrell-Flores M:tion)

NARRATIVE

Tne fcllowing report has been prepared to address the Fariell-
Flores Motion (C.F. 87-1340) relative to Senator Alan Cranston's
invitation to submit proposals for the 1989 Housing Act. The report
as transmitted for your review, approval and further processing.

Background

Senator Alan Cranston is holding hearings for the Senate
SJbcommittee on Housing and Urban Affairs through the nation to
.iork on a ma3or housing bill for 1989 which will set a fresh, new
framework for national housing policy in the 1990's.
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As expressed by Senator Crrnston, the Subcommittee IS particularly
interested in the following questions:

What significant changes have recently occurred in the
housing market? How have housing problems been affected by
changes in federal pc:Icy, such as reductions in tax
irccntives for housing production and cutbacks in federal
housing programs?

Wia: has been the impact of increasing costs of home
ownership on different segments of the population and on
different types of communities? Where and for whom IS the
problem most severe? What aspects of the problem nave not
been generally recognized? Hot. could public policy alleviate
the pro:lem?

Wilv. has been happening to the ability of low income people
to afford decent housing? What will be the consequences of
los.ng privately owned low income housing over the next
decade as HUD contracts expire and Farmers Home and HUD
mortgages are repaid? To what extent can the housing needs
of low income people be met Mitt, the existing housing stock?
What housing needs of low income people require new
r.roduction?

To wha extent does homelessness reveal new problems and an
exacertatton of old problems?

.

rat should be the federal role in providing more affordable
housing and supporting the home finance system?

We w.11 address in this report those issues directly dealing with
low :scone housing.

IsvJes

The ros: significant problems that public housing programs are
dealing with, not only in Southern California but throughout the
natlon, are the following:

1. 7%e severe impact on public housing projects caused by
the concentration of the very low income families. This
has occurred due to HUD restrictions imposed on PHAs to
serve only the very low income families.

2. The lack of motivation of families living in public
housing projects to move "in-up-and-out" of the projects,
with no incentives for low income families to achieve
upward mobility. This is caused by two factors: (a) the
elimination of maximum income limits for continued
occupancy, and (b) the lack of affordable housing.

883 ,-)
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3. The seriousness of drug-related activities going on in
the projects which affect the security of residents and
which is impairing the effectiveness of youth programs
orientei: towards training and jobs. This problem is
almost universal in nature, but the refusal of HUD to
fund protective services at the projects makes it almost
impossible to achieve the goal of "drug-free public
housing."

4. We cannot list the problems affecting public housing
without mentioning the enormous need for mcre low income
housing, whether Conventional, Section 8, or Vouc er. At
present, the demand for housing assistance is at enormous
levels - and growing - while resources are more and more
limited. :he lack of resources is aggravated by the high
prototype costs as well as the almost impossible to
achieve site selection criteria.

The Ho_ ing Authority of the-City of Los Angeles proposes:

1. The elimination of HUD income limits which effectively
restrains the use of public housing only to the very low
income families, thus making it the housing of last
resort. This would create better integrated communities
confronting less problems by t:-..: impactation of extreme
poverty and its concomitant concerns.

:. The establishment of maximum income limits for continued
occupancy, coupled with a period of residence in the
projects limited to the time it would take for the
youngest member of the family to graduate from high
school. This must, of courae, be accompanied by the
creation of a realistic program to create affordable
housing (between $50 and $70 thousand). During the
period of residence, all service agencies would be
directed to concentrate resources in the projects to
assist the families in moving "up-and-out."

Funding for operations of public housing must Include as
an eligible cost the provision of protective services and
the creation of anti-drug programs. Our nation cannot
afford to lose our youth to drug abuse. We axe fighting
a losing battle with drug dealers because we are not able
to provide our youth with training and job opportunities.
HUD must confront this reality and provide funding
sources to combat this very serious problem.

:
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4. We strongly urge that HUD change its rules regarding site
selection and prototype costs for public housing. To
this end, we recommend that instead of allocation of
units, HUD should allocate the funds (dollars) leaving
the local PHAs the flexibility to produce "safe, decent
and sanitary" housing within the housing quality
standards of the community. The PHAs could then use
innovative ways to build the units - for example, using
air rights, etc. - and more units could be produced with
the same limited federal dollars.

:he above represent only soma of the areas of concern which we have
LI the Housing Authority. We are i4 the process of meeting with
residents of public housing, loo income. elderly, and potential
cipicnts of housing assistance to develop more areas where

cianges need to be ;rade to reactivate the public housing programs
and bring then Lath to the useful purpose that was envisioned
50 years ago wheL the first public housing bill was entcted.

PECOMMENDATIONS

lie Executive Director of the Housing Authority of the City of
Los Angeles respectfully requests: (a) further processing of this
transmittal to the Grants Committee of the City Council; (b)
consideration and adoption of the proposals hereinabove contained
by the Grants and the Intergovernmertal Relations Comr.ittees, and'
the Cit Council as the position of these bodies regarding Senator

Cranson's Housing Act for 1989; and (c) that the Mayor concur
wit: the above proposed actions.

Sincerely,

Leila Gonzalez - Correa
Executive Director

'ft

LSC.db

cc: Councilman Robert Farrell
Councilwoman Joan Milke Flores
Douglas S. Ford, General Manager, CDD
John Tuite, Administrator, CRA
Joe Lopez, Legislative Analyst, CLA t.

,t)?
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CITY Or Los ANGELES
LAwoRNIA

Honorable Tom Bradley
Mayor, City or Los Angeles
Room 305, City Hall

TCM4BRADLEY
mAym
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1111 w N.
1.06 ttttt .001.

1114.112

C.7.: New
C.D.: Citywide
Contaot Person & Lxt.:

Ralph R. laparma x53406

Attention: Oraoe M. Davis. Deputy Mayor

GIANTS TRANSMITTAL: BOOSINO POLICE AND REV INITIATIVES FOR AFfORDABLE
HOUSING

NARRATIVE

Transmitted for your review, approval and further proocssing is this
report on the used to develop a new City Housing Policy and to
reoonsend initiatly-e to jnorease the number or affordable housing
units.

This report has been prepared is response to a request by the Chairman
or the Grants. Housing and Community Development Committee for
oonsideration at the speoial Grants Committee meeting or September 27.,
1957.

REPORT FORMAT

This report report cos:slats or four (4) seotions

Seotion 1 - Ognstry of Major.Nousing Issme - froblems

Section 2 - Current Housing Polioles

Section 3 - CDD HousingOnit Inventory

Section 4 - Factors and reocomendations for policies which
provide for the most feasible methods for inoressing
affordable housing in the City
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SECTION 1: 0111MMAR740F MAJOR ROUSING ISSUES/ PROBLEMS

The major issues effecting the City's ability to respond to the City's
Housing needs and demands can be summarized as follows:

1. 'Reduction, termination, or suspension of Federal Rental
Assistance Programs - In 1980, the City received HUD
approval for 2,414 units. In 1986, BUD approved 40 units.
The specific allocations during this period were as follows:

ear
No. of

flaitPIE
No. of
Units

1980 105 2,414
1951 125 955
1982 6 713
1983 4 294
1984 6 105
1985 0 -0-
1986 1 40

In addition, the community Development Block Grant Program
has been dramatically reduced (the City's high of $66.0
million in 1985/86 is the current level of $56.0 million).

2. Increased demand for affordable rental housing - In 1983 the
need was 236,466 households. In 1986, the need tills 313,943
households or an inorease of 77,477 households (335).

3. Hoae ownership opportunities are becoming more difficult duo
to increases in coats for land, oonatruotion and financing.

4. Sobeduled loss of Federal Rental Assistance for 22,000 units
of Section 8 Contraota or Section 236 and 221(d)(3)
prepayments.

5. ribs financial impact of improving 1,400 Residential
Apartments and 300 Residential Hotels which are seismic
deficient.

6. The need and demand for Inner-City Housing Development

7. Reluctance of the private investment community to commit
sufficient funding, particularly to the Inner-City.

8. With the advent of the Tax Reform Act of 1986, the ability
'to issue tax-exempt bonds for housing has been restricted.
Further, this Act removed inoentivea for profit motivated
develGpers to invest in affordable housing development. The
Act schedules the termination or sunset of Tax Exempt
financing for the Single-Family First Time Home Ownership
Program.
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SECTION 2 -EXISTING HOUSING POLICIES

In order to recommend new housing policies, it is important to
identify current housing policies as implemented by the CDD. The
basic policies followed by the CDD include;

SEP 7 1987

1. The adopted Housing Element of the City General Plan.

2. The City and BUD approved Housing Assistance Plan of theIjP
City's Community Development Block Grant (CABO Application.

3. Policies initiated by the City Council through various
ordinances such as Density Bonus; Seismic Ordinance and the
.Dorothy Mae Ordinance.

A. The 15 program 1980-84 Housing Production Program.

5. Program apecific policies approved by the City Council as
specific housing programs are offered to the City or
developed in response to a :specific housing need. Examples
of such policies would include:

a. The City Tax-Exempt Bond Program for Affordable Housing.

b. Rental Rehabilitation and Housing Development Action
Grants.

o. Tax Credit Allocation Procedures.

d. Rehabilitation loan guidelines for HOME, MORE, Contract
Agency, Neighborhood Housing Servioes (NHS) areas on
programs.

a. REHABILITATION HOUSING POLICIES

The CDD Housing Division Rehabilitation Programs, as described
under Section 2(a) are operated to provide technical and
financial assistance to single family owner occupied households
and multifamily residential renter occupied uni.s. The programs
are operated in accordance with City Council and Mayor approved
guidelines. Such guidelines include loan limits; eligibility
criteria; and participation and application procedures. Sinoe
the inception of the first Housing Division program in 1978, the
HONE Program, the guidelines and procedures have been modified,
through City Council and Mayor approval based upon increases in
rehabilitation costs, and through the introduction of new program
resources (in addition to CDBU Funding, such as Section 312,
Rental Rehabilitation, Section 8 Moderate Rehabilitation,
Tax-Exenpt Bond Financing, and other :similar resources). Further
program modifications were made based upon the need to achieve
optima operating efficiency rod effectiveness.
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b. PEW CONSTRUCTION HOUSING POLICIES

The Housing Division in 1979 developed it's new construction
program in raaponse to (1) anticipated actions by the Federal
Government to reduce, terminate or suspend it's primary new
coustruotion programs; (2) the GAP in new conatruotion housing
between elderly and family housing development; (3) the reduoed
level of HUD financing oommitoents for assisted project thereby
creating mortgage GAPa; and ;14) the need to provide incentives
for Inner-City Housing Production. As a result of these factors,
the Housing Division initiated programs to facilitate new
ccnstruoticn through (1) the creation of a Housing Production
Program element under the Coasunity Development Block Grant
application (the funds of which were used for land write-down or
mortgage GAP financing); (2) the creation of a Hunicipal Finance
Section to develop, structure and issue Tax-Exempt Bonds for
First Time Home Buyers, for multifesly non-rent subsidized
projects and for Section 8 rent subsidy developments and (3) the
administrative responsibility for the Density Bonus Program.
Criteria, developer requests for proposals, Underwriter and Bond
Counsel request for proposals and ultimate selections have been
developed by Housing Division staff for which the City Council
and Hayor provided final approval.

c. TARGETING POLICIES

REHABILITATION

For single family and multifamily rehabilitation, progress areas
were initially aeleoted in accordance with federal CDBO
regulations, The primary factors for targeting were (1)
management capacity; (2) blob, once assisted would aohleve
one of two National objeotives (a) low income benefit and/or (b)
removal of slues and blight; (3) proposed areas which had a
majority of its residents defined as low moose (earning less
than 80% of median income); (4) pVegras areas having housing
mixes which were either single family (for HOME Contract Agencies
and NHS Programs) or multifamily (BORE ',HOORAH); and (5) housing
found to be within the Program areas deficient of HUD's Minimum
Property Improvement Standards.

NEV CONSTRUCTION

For new construction, the target area policies were established
to address the following: (1) Tax Exempt Bond Financing for
single-fasily ownership, the Existing Program, areas were
determined in accordance with federal criteria, essentially all
census tract within the City having a majority of low income
households, and (2) GAP Financing has been available for
Tax-Exempt Bond Multifamily Rental Project, located in the City
Council approved Priority Area (La Clenega to the west, Vilshire
Boulevard to the north, :oar ;astern City limits to the east and
120th Street to the south).

8Pj
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SECTION 3 - CDD - ROUSINO PROGRAMS RESOURCES - CURRENT AND ANTICIPATED

1. Single fanny rehabilitation and First Time Hone ownership
opportunities.

A. Rehabilitation programs - the CDD operates a wide variety of
single-fanily rehabilitation programa to preserve the City's;
existing single-family housing stock. The programs int:Ili:de:
HOME, HELP, and Contraot Agency Programs. The results,
ainee the inception of each respective program, as of Jun
30, 1987, are as follows:

Llama =LI
ROME 3,710
MORE 69
HELP 1,000
Contract Agency 676

TOTAL 5,455

b. Single Family Ownership

First time homebuyers benefit from the City's involvement in
financing new hones and condominiums by obtaining below market
sates. The City has already financed ownership development,
representing 2,697 units, located throughout the City. Ov4r
$209.n million in bonds have been sold under this program. The
interest rate under this pagran ranges from 8.455 to 1'
The City Of Los Angeles a: 1 Mikes loan funds &voile)" le

purchase of existing homes which are located in deli
'target areas.' Generally, these target areas inclu. Iona
of Hollywood, Wilshire, Silverlake, Exposition Park, hj.e Park,
Latta, South C.Atral and Southeast Los Angeles and San Pedro.

2. Multifently RehalpAlAiation and New ConWtruction

a. Multifamily Rababilitation - The City offers assistance to
.owners of nultifamily rental properties occupied by low
income tenant households. Although the najor program'
operated As the MORE Program, the CDD provides this
assistance under the HOME Proust', and the Contract Agency
Program. The results to ;ate 11clude:

Mullifanily
WW1! Units Rehabilitated

MORE 3,379
HOME 4,940
Contract Agency 986

TOTAL 9,305

8 9 0
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b. Neu Multitamily Rental Development

Non-Subsidized Rental Development

SEP A 7 487

To date, CDD has completed four multifamily bond issues, and
eleven speoial projeot issues. The issues to date provided for
the finanoing of projeota representing in excess of 8,569 units
and over $460.0 million in bond financing. Each of the bond
finanoed rental projeota is su"jeot to the requirement that at
least 20% of the project's units be available and rented at
affordabl_ levels. Approximately 1,838 units have been set-aside
for lower inoome households.

Subsidized Rental Rousing, New

In 1979, the CDD initiated the Assisted Rousing Production Program.
The program objeotive was to enoourage the construction of New Section
8 family and large family projeots, particularly within the loner city
areas. The City has achieved this objective by using both 'Gap*
financing and/or tax-exempt financing.
accomplished the following:

Total
Program Assistance Units

Under this program we have

Household Type
Large

Elderly Family Family

1. Mortgage GAP 663 365 227 71
Assistance only

2. Tax-exempt Bond 115 95 20
Financing only

3. Bond Financing and 694 329 289 73
GAP Assistance

TOTAL 1,472 694 611 164

3. SEISMIC REHABILITATION

The Community Development Department has taken the initiative
since the adoption of the Seismio Safety Ordinanoe (passed in
February 1981) to help finanoe residential seismic
rehabilitation. During this period the City has utilized a wide
variety of financing and funding resources to assist in the
correction of such buildings. The City has been inv^lved in
three difference forma of assistance: (1) the Community
Development Department has provided direot funding assistanoe
through a combination of Federal Community Development Block
Grant Funds and Rental Rehabilitation Funds; (2) the use of
Federal Tax-Exempt Bond Legislation; and (3) the Community
Development Department as a referral agency to various
ccnventional lenders wishing to finance seismic deficient
buildings upon referral by the Community Development Department.
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Our efforts to date have provided assistance for 46 projects
representing 2.072 units, a total rehabilitation value of
325.636.661 and a total Seismic Rehabilitation value of
46.520.814.

4. Density Bonus

On Zane 1, 1983 the City Counoil authorized the Community
Deve'opment Department (CDD) to enter into and execute, on behalf
of he City, Housing Rental or Purchase Covenants and Agreements.
These oovenanta are required in those cases where the Planning
Department or Planning Commission impose conditions, approved by
the City Council, on a development where specific units are to be
held, sold, or conveyed only to eligible low and moderate income
households.

These oonditions occur in oases involving such issues as Density
Bonuses, Zone Changes, oonditional Use Permits, Traot Maps,
Parcel Maps, varianoes and/or Coastal Permits or Environmental
Clearances.

As of August 30, 1987 the CDD has prooessed 94 oontracts for all
of the above type of variance, representing 3,677 total units, of
which 370 units are reatrioted to low or moderate income
households, 436 unfta for moderate inoome households, and 144
units for low inoome households.

Specifically, under the density bonus program we have executed 33
cases, representing 1,685 units of whim): 211 units were for low
and moderate income households; 111 units were for moderate
income households and 86 units were for low income households.

SECTION 4: FACTORS EFFECTING NOOSING POLICY DEVELOPMENT

As policies were recommended to and approved by the City Council, for
the above referenced programs, we find oonsiatency with respect to the
aforementioned policies. Faotors which must also be considered in the
development of new housing polioies should include the following:

1. Development of piograms responsive to the diverse housing
needs of the City. New Conatruotion for rental units and
the opportunity for first time ownership. The preservation
of the City's existing housing stock - both single-family
and multifamily units.

2. Housing Affordability - to include new ownership at
affordable market values and rent levels targeted at
affordable levels without federal rent subsidies.

3. Quality Housing - New housing development should not be at
the expense of inferior housing quality.

892



CHART 1
Comparative Analysis of Affordable
Housing City-vide vs. Central City

CENTRAL CITY VS. NON CENTRAL CITY
SUPPORTABLE PROJECT FINANCING

non-.-central city

market rents
1 bedroom $677
2 bedroom $966

supportable loan

+ equity = $3,450,000

Course; Housing Division, CDD
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ma e reri s
1 bedroom $500
2 bedroom $600
supportable loan
equity=$2,709,17
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4. Homeless Prevention - to include the development of

transitional housing and permanent housing.

5. Continuation of InterAgenoy coordination and cooperation

6. Private/public aeotor partnerships - the City alone does not
have the resources to address it's housing needs. The
private investment oommunity must be motivated to invest in
the City's housing programa, particularity for Inner-City
Development and for aelamio defloient buildings.

7. Leveraging of publio seotor dollars to enoourage auch
investment the City should oontinue to require private
development finanoing w!th City CDBG funds & serving to
close mortgage gape, not substitute for Developer equity.

8. Operational efficienoy of ourrent programs.

9. Expediting of City sponsored projeota - the City should
evaluate it's ourrent prooesaing operations for Building
Partite and Zoning approvals.

10. Target-area va. City Wide Issiatanoe - Chart 1 show: a
oomparative analyala on the need to finanoe a fifty unit
projeot between a non-oentral City projeot and a Central
City projeot.

11. Policies reactive to State and Federal changes/dynamloa and
the impact to private reaidential development - both
assisted and non - assisted. Suoh f.otora that are beyond
direct City oontrol inolude:

a. Interest Bates - impacts oonatruotiona financing and
ownership. Chart 2 above the rent level differential
between oonventional interest rates and tax-exempted
interest rates. Chart 3 shove a oomparative analyaia on
interest rote impaot on ownership opportunities baaed
upon oonventional interest rates and tax-exempted
interest rates.

b. .dit markets and taxes - without ohange, for-profit
.:evelopera will defer in their effort to develop by
inoome housing.

c. Housing marketa - the demand for all housing within the
City, based upon supply, oreatea higher market values,
and therefore excludes those at or below median inoome.

12. The impaot of market forces on private reaidential
development - both aaaiated and non-aaalated - as a result
of the tax ohanges, rental developments will be cash flow
driven, therefore minimizing ability to develop affordable
housing.

84 4
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13. The need for legislative support, advocacy and reform - in
response to policy isaues whioh effect budgeting, new
program development and/or program authority.

14. Separation of housing roles at City, State and Federal
levels.

15. Budgetary, personnel and fiscal conatrainta -

(a) City level,
(b) State level and
(c) Federal level

16. Basic demand for affordable housing.

17. City building codes, coning regulations - which
unnecessarily prolong or restrict processing can indirect
add or increase Developer costs.

18. Land availability, assembly, coning and/or community
resistance.

19. Investment motivation - both for lenders and for developers
to invest now in housing development.

SUGGESTED HOUSING POLICIES -

Housing Finance The city needs to encourage the mortgage lending
community to remain committed to housing with an emphasis on special
City housing needs such as seismic improvement finanoing and
inner-city investment.

Federal Tax Polici - The City needs to encourage our CalifornSa
delegation to study the need for legial..tive change to current tax
policies, to include:

(a) Expand the volume of mortgage revenue bond finanoing to help
first -tine homebuyers and extend the legislative authority
beyond the proposed sunset dnte of 1988.

(b) Expand the volume.of tax-exempt bond financing for
multifamily projects.

(o) Exempt from the volume cap tax-exempt bond finanoings for
seismic deficient buildings.

(d) Reinstate tax incentives to developers to develop affordable
housing.

NEW HOUSING PRODUCTION PROGRAM - The City should urge congress and
support the efforts of D.S. Senator Alan Cranste.0 to develop programs
and appropriations to fund or reinstate housing production programs.

896
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RENTAL ASSISTANCE EXPIRATION - The City could realise a lose of over
22,000 unite of current Federally Aaalated Housing, during the Period
1989 to 2006. A3 /mob, the City should go on record to support
'otiose whioh:

(a) impose moratorium on the ability of privately owned rental
developments to prepay Section 236 or Section 221(d)(3)
mortgagee until an iapaot nalyisia to existing tenants is
identified or mitigated.

(b) Support the efforts of Congreaa and the State Legialature in
their effort to extend Rental Aasiatance Contraota beyond
initial oontaot period (15 or 20 years).

(o) The City ahould obtain and molls data on much projeota
aoheduled or .otherwlae determined eligible for oontraot
expiration or prepayment.

CITT ACTIONS /INITIATIVES

In addition to taking positive action!) to initiate the above polioies
the City ahould oonaider or initiate the following:

(a) Study the alternativea for the elimination or reduction to
regulatory Derriere (much as recent propoaala for
environmental impact reports for small realdential
developmenta) and foes that unneoeaaarily increase the
affordability of houaing auoh ma growth moratoria, and
excesaive zoning restriotiona. Or at a minimum, exempt low
income housing from sever, school diatriot or other such
feels.

(b) The City ahould evaluate meaaurea to atreanline the zoning
end building permit proceaa.

(o) The City ahould oonaider the impaot /benefit of exaction
fees, such ma oommeroial or induatrial projeota indirectly
aubaldizing rental projeote.

(d) The City ahould oonaider the ability of oommeroial
developers who receive zoning oonoeaaiona to obtain and then
transfer denaity bonne benefita for low or moderate units.

(0) The City ahould oontinue to appropriate it'a Howling
Production funda for gap loans within the City Priority
Areas. Further, MO or Rental Rehabilitation funda ahould
continue to be a priority for funding Seiamic Deficient
Buildings.

898
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(f) Continue to raservo tax-exempt bond for target area
developers and to require itea selected Bond Underwriters
and Bond Counsel to develop innovative and coat saving
approaches when even the City in structuring a tax-exempt
bond issue.

(g) The City should oonaider the establishment of a City
Municipal Corporation under Tax Code 801(c) (3) to provide
flexibility to financing concepts which respond to diverse
housing development situations.

(h) The City should give full consideration to a proposal under
atugy by the Rent Stabilization Division to allow owners of
Rent Controlled units to Buy-out on a one tire basis from
the Ordinance. The proceeds of such 4ould be available to
help finance low inoone housing.

(i) The City should also consider an aggressive effort to obtain
funds generated from the State Franohiae Tax Board (FTB)
originated as a result of the denial by FTB of Income Tax
Benefits for slumlords who do not oonply with State oriteria
for tax deductions. As an example, according to a report by
the Rent Stabilization Unit the City of San Franciaoo during
the period 1979-1983, received $341,642. It is estimated
that the City could receive as much as $1,400,000. The
funds of which would be used for housing for low income
households.

(J) The City should act to oollect oourt imposed fines from
slumlords either to help and improve the property or other
properties needing rehabilitation (with priority for seismic
buildings).

(k) The City should provide surplus sites to developers at below
market values with the stipulation that low income housing
be permanently convenanted.

(1) The City should evaluate the performance and record of those
lenders in which the City invests it's funds, with respect
to their reinvestment policies within inner-city or minority
concentrated areas.

(m) Evaluate the possibility to duplioate the experience of the
City of New York which recently helped guarantee a
Tax-exempt Bond Finanoed Project for the Boneless.

(n) The should consider the use of Quimby Tees, as an option to
park development, to help finanoe low inoome housing. This
option would be practioal for those already developed City
neighborhoods, where new park development would oause the
renoval of existing housing.

9
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Privet' Seotor Partiolpation

a. The City should encourage City based oorporationa to
participate under a shared equity or low moose tax orodit
process.

b. The City should encourage non-profit housing development
corporations to obtain expertise in affordable housing
programs, partioularly as it relates to authority under
501(0)(B).

o. Private for-profit developers should be encouraged to
respond to City issued Open-ended Request for Proposals.

RECOMMENDATIONS

The General Manager, Community Development Department respectfully
recommends the following:

1. That this t m ittal be scheduled before the Grants Housing
and Community Development Committee and for further
prooessing before the City Counoil;

2. That subject to the direction given by the Grants Connittea,
that the CDD be instruoted to develop a oomprehensive work
plan for the implementation of the CDD proposed housing
polioies and development conoepta;

3. That for CDD polioy proposals requiring state and federal
aotions, on an as needed basis, that CDD develop a
legislative oonoepts for submission, review and approval by
the intergovernmental relations oommittee; and

%. That the Mayor Conour with the 'lotions of the City Council.

OEV:i:;:1"11:": by
i.ordriour,tizi:, s.

DOUGLAS S. FORD
0 1 Manager

'DSF:RRH:bn



ITrm NO.: 6

887

RE29PT GF CHIEF LEGISLATIVE ANALIBT
pN IIROPO$ED GRAVT PROGRAM/PROJECI

C.F.: 87-1635 DATE: 4-23L87

TO: Grants. Housing and Comunity Development Committee

FROM: Chief Legielative Annlyst

SUBJECT: Low Income Housing Tox Credit Application Procedures

WmNP17

The Coemunity Development Department has submitted for your
revies and consideration procedures and guidelines for the ieview
end pier:teeing of applicatlone to the State under the Low Income
Nousine Tax Credit Program. These procedure's and guidelines
izcluding criteria for plioricieing projects are noted in the
Additional InAormation section.

CDC Also requests approval to receive fees provided by the
piogrem relative to application (s) review and that the Planning
be,nartnent, Department of Building and Safety, and the City
Ameomy provide assistance to CDD a3 needed to facilitate the
pronensing of applications.

The tax credits. authorized by the Federal Tax Reform At of
4986. are aveilable to ovnern/devolopera of rental heuning
eleveicements placed in service between January 1, 1987 and
r.cerler 31, 1989. For calendar year 1987, $32.9 million in tax
el:edit:I me available statewide; however, no singe jurisdiction
may receive more than 1/3 of this allocation.

The Nrpcee of the Low Income Tax Creditn Program is to provide
an ircentive for the conetruction, acquisition, and
rehaoititatice of multi-fnmAly rental houeing units for low
,inc we households.

A rertnl housing development may qualify for a tax credit of up
to fzut percent (4%) and/or up to nine percent (9%) proportionate
to the percentage of the project restricted to low income
occupancy. The specific ta?; credit percentage is oubject to the
type of project end the nource(r) of financing for the project.
New eonstructin projects which are autatentially (70%) financed
eith tax-exempt bond proceeds qualify for a 4% tax credit,
whereas projects financed by conxentional loans qualify for a 9%
tee credit.
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Preliminary review of the. applications and comments will be doneby CDD. Comments must include local priorities established forthe use of tax credits and whether any objections exist to
allocating these credits to a particular project. (See Attachment)
Final review will b. conducted by the Mortgage Bond Allocation
Committee (MBAC) estewliahed by the governor to administer the
tax credit prOgram and to allocate the tax credits.

FEDERAL PROGRAM TARGETINq AND REFAL REQUIREMENTS

The 1986 Tax Reform At requires that projects which receive tax
credits meet and maintain certain requirements, includingoccupancy reqrirements uimilar to developments which receivetax-exempt bond financing. At the time the project in placed in
service, the owner must choose between the following two options
for units restricted to occupancy by low-income tenants. These
units must be restricted for at least 15 years:

1. Restrict at least twenty percent (20%) Of the units to
households with incomes not exceeding fifty percent (50%) of
median income, adjusted for family size; or

2. Restrict at least forty percent (40%) of the units to
households with incomes not exceeding sixty percent (60%) of
median income, adjusted for family size.

Owner/developer applicants will be charged a fee equal to the
greater of $2,000 or four percent (4%) of the total amount of tax
credits requested. In addition, applicants must include with
their applications a performance deposit equal to four percent
(4%) of the amount of tax credits requested.

The State will share the four percent (4%) application fee on a"50-50" basis with the local jurisdictions (City share-2%) that
perform the initial review of the tax credit applications.

If the project is allocated tax credits and the housing unite are
placed in service on or before December 1 of the year in which
the tax credits were issued, the performance deposit will be
returned in full. If the project is not placed in service
according to schedule, the performance deposit will be forfeited
and the tax credit allocation will be withdrawn.

CDD recommends that the fees received by the City for the
processing of the tax credit applications be deposited into a new
"Low Income Rousing Tax Credit Fund" and that the proceeds beused to assist any 3ow income rental City housing program subject
to City Council approval.

RECOMMENDATIONS

That the City Council, subject to the approval of the Mayor:

1. Authorize the Community Development Department to review,
comment upon, and collect a fee of up to two percent (2%) of

9 1.)'2
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the amount of the requested Low Income Housing Tax Credit for
review and processing of applications to the State Mortgage
Bond Allocation Committee. These applications are for
private parties seeking an allocation from the State for Low
Income Routing Tax Credits for rental housing placed in
service between January 1, 1987 and December 31, 1989.

2. Approve the proposed procedures and priorities for review of
the tax credit applications as outlined in this Report to
Council.

3. Instruct the Planning Department, the Department of Building
and Safety and the City Attorney to provide assistance,
information and documentation to the CLD to facilitate the
pioceasing of applications to the State.

4. Authorize the Controller to establish the "Low Income Housing
Tax Credit Fund" for deposit of all fee income received by
the City in conjunction with the review and processing of
applicationo for Low Income Housing Tax Credits

5. Instruct the General Manager, CDD, to report
semi-annually on the number of applications processed for
Low Income Housing Tax Credits.

App4Tiorint, INFORMATION

CDD Low, Housing Tax Credit Application Procedures and

Scoring Criteria

CDD proposes that the following procedures be used by the
Housing Division to solicit and review the applications:

1. Advertise the availability of the Tax Credits to inform
housing developers of the application procedures.
Applications will also be solicited from the Community
Redevelopment Agency ("CRA") and from the Housing Authority
of the City of Loa Angeles ("HACLA").

2. Review application packages for accurac, and completion and
whether the project complies with the applicable community
plan and zoning designations. For projects recviving
financial or other assistance from bny City agency, soiicit
nasistance and comments from these agencies in proparing the
project review and comments for submission to MBAC.

3. Notify, in writing, the Council Office of the district in
which the development would be completed, and request that
the Council Office submit comments to CDD within ten (10)
days.

4. Prepare written review/prioritization of the project for

inclusion with the application to be sent to MBAC and
incluee any comments from the Council Office using the
attached Comments Sheet.

9`i3
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5. Submit application ,to MBAC along with comments within
approximately thirty days.

Scoring Criteri
CDD proposes that each project be evaluated by scoring itagainst the following criteria which includes preference to
projects located in the City's housing "Priority Area", projects
located in CRA redevelopment areas, and projects owned andoperated by the Housing Authority.

The "Priority Area" for housing was established in conjunction
with the City's tax-exempt bond financed program. The boundaries
of the "Priority Area" are as follows:

On the West : La Cienega Boulevard

On the North: Wilshire Boulevard & Pasadena Freeway

On the South. 120th Street

On the East: The eastern boundary of the City

CRITERIA

1. Location

Located in a "kriority Area"
for housing or in a redevelopment
area,or is owned by the Housing
Authority.

MAXIMUM POINTS AVAILABLE

3

2. City - Assisted Project 3

Will receive finarlial or other
assistance from any City agency.

, 3. Inclusion of Family Unity 3

One point may be scored
for every 10% of units in the
project which have three or
or four bedrooms, up to three
points.

4. Inclusion of Units Designed
For Handicapped persona

924 .r,

3



5. Seismic Rehabilitation/
Retention of Existing
Single Room Occupancy
Units

TOTAL, POINTS AVAILABLE

Approved:

ashington
ant Chief Le lative Analyst

891
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CITI OF LOS ANGELES
EVALUATION OF PROJECT APPLICATION

FOR FEDERAL LON /HONE BODSINO TAICREDIT

Project Location:

Owner/Developer:

C.D.

Type of Project: New Coast: Rehab: Acq:

Conformity with: Coamunity Plan and Zoning

Project Priority: Low (0-5 Points):
Medium (6-10 Points):
High (11-15 Points):

CRITERIA AND MAXIMUM POINT AVAILABLE
(A maximum of 3 points may be awarded for
each criteria)

1. Location

The project receives points if it is located
in a "Priority Area' for housing or in a
redevelopment area, or is owned by }UCLA.

2. City-Assisted Project

The project receives points if it
is or will receive financial or
other assistance from any City agency.

3. inclusion of Family Vona

One point may be scored for every: 10% of
units in the project whioh have three or four
bedrooms, up to three points.

R. Seismic Rehabilitation/Retention of
Existing Single Room Occupancy Unite

5. Inclusion of Unite Designed for
Handicapped Persona

One point may be scored for every 10% of
units in the project nhich are designed and
equipped for handicapped persons.

TOTAL POINTS AWARDED

Other comments:

POINTS AWARDED
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CCOO
COOPERA 'MEM

U
EXPRESS MAIL

October 2, 1987

Hr. Don Campbell
c/o Senator Alan Cranston
112 SHOB
Washington, D.C. 20510

Dear Don:

This is a follow up to my letter of August 14, 1987 describing
Cooperative Services' areas of interest vis-a-vis a housing
reform bill. I very much appreciate the chance to expand on our
ideas and your encouragement of such submissions.

We believe that housing reform legislation sLould recognize
consumer cooperatives such as ours, or "mutual housing associ-
atiens, as they are also called, as important and effective
structures for developing and managing affordable housing for the
elderly. The state of Connecticut has recognized the mutual
housing association model in legislation enacted this year as a
result of efforts by Neighborhood Housing Services (Neighborhood
Reinvestment Corporation). The legislation provido:: _he
state may grant or loan financing to mutual housing associations
for the development of housing for low and moderate income
families, and stipulates conditions under which associations
shall operate that must be written into contracts between the
state and the association. The elements of the Connecticut
Mutual Housing legislation that we believe should be embodied in
national legislation are:

1. The purpose of the mutual housing association is the
provision of high-quality, long-term housing for low
and moderate income families, in which residents:

A. participate in the ongoing operation and
management of such housing;

B. have the right to continue residing in such
housing for as long as they comply with the terms
of the occupancy agreement; and

C. do not possess an equity or ownership interest in
such housing, which, upon sale, artificially
inflates the cost of housing for future residents.

COVV.411t Sen ic es. trc
23960 Crteritld 1666:6 :cat 326
Oat Park, 66chiptil43237
13 i3, 967401:0
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2. The governing body or Board of Directors of the
Association would have as its majority the residents,
including waiting list residents.

3. Any surplus realized at the end of the fiscal year
would be used for the following purposes, as determined
by the Board of Directors:

A. to establish reserves;

B. to reduce rent; and

C. to promote and produce new affordable housing.

There will be no return or distribution of earnings to
any individual.

As you are aware, we zre experiencing a housing crisis in the
U.S. today because housing costs have so escalated. Also, for
low income people there is no benefit to the tax deduction
associated with ownership. The consumer cooperative or the
"mutual housing" model treats housing as a cervice not an
investment. Resident control, security and affordability are key
factors, not equity. The mutual housing model also provides the
benefit of a central organization that owns and operates the
network of housing projects. The central association is a sot
of educational and financial resources and, in our case,
management services.

Cooperative Services, Inc. (CSI) is the oldest and largest of
such organizations in the U.S. We own 20 cooperative apartment
buildings in operation in four states (Michigan, Massachusetts,
Maryland and California), which are attractive, well-built and
efficiently managed by our competent and enthusiastic resident
members. The members consider CSI as a "family of buildings,"
all working together for the common good. We very strongly
believe that the mutual housing association is a superior
structure for producing quality and affordable housing which is
efficiently managed by resident members. Our 23-year history in
developing and managing senior citizen cooperative housing has
illustrated the success of the mutual housing approach.
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CSI's second area of interest in the development of a reform bill
is the Section 202 program. Of our 25 cooperative projects for
senior citizens (five of which are in the pre-development phase),
20 are financed through the 202 program. As originally
developed, the 202 program was an extremely successful production
program for elderly housing in the country. Over the years,
however, many administrative rules and regulations have been
adopted which have made the program more rigid and less workable.
Efforts for housing reform should look very closely at the 202
program to bring it back in line with its original intent and
original success. Many new ideas for financing are being
discussed; however, the 202 program provides a model with a
=men tracX record. It would be extremely unfortunate if this
program, the "flagship" of the government production programs,
were not preserved and enlarged.

In a related matter, efforts are being made to add a service
component to federally subsidized elderly housing to enable the
frail elderly to avoid premature institutionalisation. There are
economic as well as social benefits to this id..? because of the
increasing difficulty in financing long-term health care. One
approach to packaging and providing services to the frail elderly
is the Congregate Housing Services Program, created by Congress
in 1978 and being implemented by the Department of Housing and
Urban Development. Many states have also developed congregate
housing programs.

We believe such programs are needed and we support their develop-
ment. However, it is important to note that the primary need of
a growing, mostly healthy low income elderly population continues
to be affordable housing, with perhaps some limited sevices.
Congregato care housing and programs should be a separate effort
for the frail elderly; all seniors in subsidized housing do not
need to become automatic clients of the Department of Health &
Hyman Services. We support the development of specially designed
separate congregate care facilities, as is being done in Massa-
chusetts. While it is important to reform federal programs and
make them more workable, it is also critical not to overlook what
has worked.

For example, CSI using the 202 subsidies and through its
participative management system, provides assistance to building
residents with health problems on both an informal and formal
level. The support our member/residents provide each other
ranges from informal assistance to one's neighbor (such as
helping with meals or cleaning the apartment) to resident
committees structured specifically to identify and

n9
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resolve problems in carrying out daily living activities. For
example, our residents on "Family and Community Resources"
committees spend many hours working with family members and
community services to provide assistance to their peers as
needed.

This volunteer support structure requires no additional federal
financing, and does assist seniors to continue to live
independently. Reform efforts should recognize and encouragethis. On-site professional staff may inhibit resident volunteercontributions. There is a great need for home delivered meals
and other community support services as well as separate
congregate facilities in order to prevent premature
institutionalization. However, subsidies for affordable housing
alone allow the elderly to benefit from living together and thenatural support it can bring. The benefits are:

A. The services have no cost.

B. Since residents help each other, the care giving is a
source of pride fon the "provider" and enables the
receiver to know he/she may at some point reciprocate- -
maintaining individual dignity.

The benefits described above are a by-product of the sense of
community achieved in our mutual housing model referred to in thestart of this letter.

I would be happy to provide additional, and specific information
about our approach and the elements of it that we believe have
led to its success. We would welcome a visit from you to let ourco-ops speak for themselves. Thank you very much for your
attention to these ideas.

de
'52487

910

Sincerely yours,

44.4q55"
Martha Sachs
Co-General Manager
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SUMMARY OF HOUSING/COMMUNITY DEVELOPMENT
RECOMMENDATIONS

Community Development Commission
County of Los Angeles

R36 Conetrich flovievaedCoenmerte.Calllonsta 00022(213) 73D.7422

HOUSINg/COMMUNITY DEVELOPMENT ISSUES

Coamioaleases
alkhaei D. Antonensch

Chairmen

attar f 3chsbanan
Kenneth Hahn

Camila D. Zdeman
Deane Dena

Our suggestions for consideration of policies and programs to be
incorporated in new federal housing legislation are based upon the
following major concepts:

-- Expand use of the Block Grant approach, such as the Community
Development Block Grant, for all HUD housing programs

-- Increase local flexibility

-- Appropriate more money for existing programs, particularly
housing assistance programs for low and moderate-income persons

-- Raise the threshold figure for compliance with the Davis-Bacon Act

-- Promulgate fewer regulations and cut red tape'

-- Use federal resources to stimulate development in concert with
the private sector

-- Restructure the Performance Funding System for the low rent
Public Housing Program.

-- Establish new methods of allocating Modernization /Comprehensive
improvement Assistance money, such as incorporating allocated
funds into the annual operating budget of the public housing
authority.

-- Revise financing mechanism of the voucher program to increase
landlord participation

-- increase eligible uses of CDBG funds. Currently new construction
and on-site improvements are eligible activities for nonprofits
but not for private developers. As a trade-off, increase targeting
to 51-758 low-moderate, depending upon activity.

Given the federal deficit, there are obvious financial constraints
which cannot be ignored. However, it is time to reprioritize.
Housing is now given a very low priority. The problems relating
to the need for low income housing are increasing while the supply
of decent and affordable housing stock is declining.

Attached are sheets relating to individual issues. Comments are
offered respectfully and in a noncritical vein. Historically we
have found officials at the U.S. Department of Housing and Urban
Development to be conscientious and dedicated to their mission,
which is ours.

911
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community Development Commission
County of Los Angeles

1436 Goodrich 60iikvardCommerce.CalliOrnlaSCO22.(213)725.7422

POSITION PAPER OH TRE DAVIS-BACON ACT

Commissioners
Michael D. Antoncnieh

Chairman

Peter r. 3chabarum
Kenneth Hahn

Edmund D. Edelman
Deane Dana

Background

The Davis-Bacon Act, which provides that the "prevailing wage" in
a geographical region must be paid to workers on federally
assisted projects, has been in effect for over 50 years. In that
time, there has been no increase in the threshold amount of
$2,000. In other words, any oroject which receies $2,000 or
more of federal money must comply with the provisions of the act.

The Community Development Commission (CDC) has found a $2,000
threshold to be an impediment to economic and community
devalopment efforts. A threshold figure of up to a $500,000
level would be son realistic. Such an increase in the threshold
would effect approximately 70% of all federal contracts, but
would include only about 10% of the dollar volume of contracts.
Thus, this change would not substantially decrease the benofits
of Davis-Bacon coverage in large contracts, but would help e
majority of smaller projects which are presently hampered by the
regulations.

Our experience proves that Davis-Bacon adds substantially, and
unnecessarily, to the costs of most CDC projects. An adjustment
for the increase in the cost of living since 2931 is justified
and compatible with the spirit of the law. An increase in the
threshold would create greater employment opportunity in public
sector contracting, as well as greaser competitiveness.

Impact on CDC Programs

The requirement for prevailing wages in CDBG funded projects
sometimes curtails the benefits from many projects--especially
smaller ones--and precludes others from consideration. In labor-
intensive activities (e.g. rehabilitation), the inpact is
greater. Smaller contractors find it difficult to pay this
wage. Approximately half of our commercial and single-family
rehab projects would be exempted under a $100,000 threshold.

The CDC's Community Business Revitalization (CBR) program is
designed to stimulate the County's economic base by providing
financial assistance to merchants to make improvements in
targeted areas. The majority of our CBR projects consists of
improvements totaling l.ss than $100,000. Project managers
estimate that Davis-Bacon requirements increase project cost by
approximately 15% to 25% on smaller rehab and CBR projects.

912
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Community Development Commission

Davis-Bacon Act
Page 2

Competitiveness in Public Contracting

The development/contracting ,industry is characterized by a
preponderance of smaller contractors--97% of contracting firms
employ less than 50% of the labor force according to a 1979
Department of Commerce study. Many are open shops. Por.them,
bidding on government contracts entails a temporary distortion in
labor costs (with attendant fairness and morale problems among
employees) and increase reporting and compliance costs which are
not easily absorbed. The result is that smaller contractors are
deterred from bidding, and reduced competition leads to higher
costs for all taxpayers.

Employment Opportunities under Davis-Bacon

Since prevailing wage determinations are based on the wage earned
by 50% of the workers in a locality, rather than an actual
average wage for all workers, and since unions are usually best
able to document earnings, union scale tends to be institu-
tionalized as the prevailing wage in urban areas such as Los
Angeles County. This effectively results in higher wage
structures for government contracting than for comparable private
work, with some unfortunate side effects. Since costs are
increased, cuts mist be made elsewhere. A higher-than-necessary
skill level is brought to the job: people of lesser skills tend
to be excluded from employment opportunities. Even with a higher ,
labor cost structure, the actual number of jobs created on any
given project is reduced.

Contractors have the business acumen to bring appropriately
skilled (and priced) labor to bear on productivity decisions.
They must still meet standards, specifications and deadlines. It
is not necessary for the government to require that contractors
change their labor practices to get the job. More significantly,
it is ambivalent to subsidize a high-paid class of workers on
projects which are intended to benefit lower-income persons,
while systematically excluding lower-income people from
employment opportunities on those very projects.

DAVIS-ACT

913
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Community Development Commission
County of Los Angeles

1434 Coo 4rIch 6oulevardCommerce.C4111oen la 1:03231213) 7354433

POSITION PAPER 'ON REAUTHORIZATION
ISSUES

CommhWomiers
MkhocID.AMonorkh

Chalmun

rotor r sorbamm
Kenneth non

edmund D. [dolman
°cant Dana

The Community Development Commission strongly supports a two-year
reauthorization of the following programs to provide stability
at the local level, to permit rational budgetary procedures, and
to give Congress adequate time to consider housing issues without
the 'revolving door" year-to-year pressures.

Communi'? Development Block Grant

-- Assisted housing programs

HODAG program at $100 million annually

Rental Rehab program at $220 million annually, together with in-
creased per unit grant amounts including a continuation of
exceptions to HUD high cost areas

Note: We strongly recommend that all existing housing programs,
including the three mentioned above, be folded into one new
Housing Block Grant. If that is not feasible, our recommendation=
holds that the above should be reauthorized on a two-year basis.
If a Housing Block Grant is structured, it should be a two-year
reauthorization.

9 1 4
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Chairman
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1430 Oak:rich bouhvattleCommerte.C.allkenta 90022e(213)723.7422

INCREASED HOUSING PRODUCT/0N

The Tax Reform Act of 1986 has eliminated or curtailed federal
tax incentives for private sector development of low income housing.
Only larger developers now are able to construct units without
government assistance.

The Act's passage has imposed an 80% reduction of the tax-exempt
bonds which states and local governments Can issue to finance low
and moderate income housing. The Community Development Commission
has financed the development of more than 11,000 affordable single
family and multifamily units under the County's revenue bond
program.

Attached is an article based upon an interview with Ben Bartolotto,
research director for the Construction Industry Research Board,
which effectively states the status of rental housing in Los
Angeles County. This article will appear in a future issue of
cur Pro Forma, theCDC's quarterly magazine.

Recommendations

-- Increase the FHA loan limit

-- Relax the multifamily bond issue targeting requirements from
50% of median household income to 80%

-- Extend the "sunset" provision, enabling the issuance of single
family mortgage revenue bonds

9 1 5
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RENTAL HOUSING PRODUCTION PICTURE DARKENS...

An increasingly dismal rental housing production picture is
emerging in Los Angeles County, according to construction
industry analyst Ben Bartolotto. "I estimate a 27 percent
decline in rental housing production for 1987 and a comparable
decline in 1988," Bartolotto said.

We are coming off of a very strong year in 1986," he
said. "In fact '84 - '86 were all good years following a three-
year housing construction recession. However, the rollercoaster
production cycle is once again plummeting downward. "I don't see
rental housing production improving beforl 1991," Bartolotto
said.

The 'decline comes at a time when there is a need for more
rent:.1 housing. "Los Angeles County has a need for about 28,000
rental units a year," Bartolotto said. "Although we had those
few highly productive years in this decx7e, to will average out
at about 21.000 units."

Although the County needs more units, the prospects of their
being produced are poor. "The incentives aren't there now,"
Bartolotto said.' Under the Economic Recovery Act of 1981,
liberalized deprediation rules, among other incentives,
stimulated rental production. The tax reform act of 1986
overturned the '81 act and put a cap on the highly effective tax-
exempt revenue bond program.

These previous efforts helped produce affordable housing and
were probably more effective than the public housing production
program.

Whereas the CDC/County Housing Authority has built 3,200
federally subsidized public housing units, the agency has
financed the development of more than 11,000 affordable single
family and multifamily housing units under the county's revenue
bond pmgram. Twenty percent of the rental units which were
produced were offered at below-market rents to lower-income
households. However, that income group benefited more than is
first Apparent, despite the fact that most of the new rental
units were offered at market-rate rents. Because people tend to
move up into newer, more expensive housing, the vacated units
become occupied by lower income households. Now, with fewer
units being built, there is less movement.

"The fastest growing segment of our population are those
below the median income,* Bartolotto said. "Right now a
substantial number of households are doubling up. Without
adequate rental housing, that condition may become permanent."

Vacancy rates, Bartolotto predicted, will worsen. "The 1990
vacancy rate will be less than 2 percent," he said, comparing it
to the 4 percent rate of 1980. "A normal vacancy rate is about S
percent." A low vacancy rate and decreased housing production
will promote higher rents in an area of the country already
burdened under staggeringly high rents. Unacceptably high rents
could have a negative impact on the overall economic health of
the county.

9 1 6
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Bartolotto did not see obstacles to production being removed
at least in the near future. "I don't see any signs of those
previous incentives (revenue bond, depreciation) returning. On
the contrary, the State Legislative Analyst Office is reviewing
existing accelerated depreciation rules and is very likely to
bring them more in line with the recent, restrictive federal
depreciation regulations. That would not be going in the right
direction, as far as I am concerned."

With a restricted revenue bond program, a,moribund public
housing production program, and reduced taz incentives in effect,
rental housing producers are looking to Washington for relief.
There, the decade of the '808 has shown radically diminished
support. Since 1981, HUD's housing programs nationwide have been
cut from over $33 billion to under $8 billion -- a 75% cut -- and
the number of new federally assisted units has dropped from more
than 200,000 to about 25,000 annually.

The Need Is There

The long term ramification of such restrictive actions
diminished incentives and a continuous loss of low-income housing
to private development could be profound. A Massachusetts
Institute of Technology study predicted the number of Americans
who need low-income housing but cannot find it will grow to
nearly 19 million by the year 2003. It is estimated that 3.5
million low-income people currently cannot find affordable
housing. The study predicted a 27 percent decrease in available
low-income housing and a 44 percent increase in those who will
need it in the next 16 years.

Although affordable housing production appears to be
foundering on the shoals of federal budget cutting measures,
there appears to be a growing groundswell of support for
rejuvenating housing assistance programs for low- and _moderate-
income households. Both houses of Congress have now passed
comprehensive housing and community development legislation to
extend existing programs and enact reforms. Differences between
the Senate and House bills are now being reconciled in conference
committee. After approval by both houses of Congress, the bill
will then be sent to the President for his consideration.

Homeownership among young Americans has declined about 8
percent since 1978. Meanwhile, 37 percent of all rental
households in the nation now use 35 percent or more of their
total income for rent--up from 25 percent in 197,4. "Unsold
single family housing inventory in Los Angeles County is low,"
Bartolotto said. 'First time homebuyers will be forced to wait
longer. They will continue to rent and this will put additional
pressure on rental stock." The squeeze in one part of the
housing production pipeline, therefore, has put a bulge in the
other portion to the detriment of the entire housing industry and
the people it serves.

I
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Community Development Commission
County of Los Angeles

R.14 Oriel DoukvsrdComrrierct.Calltomla 90032*(2131715-7422

PRESERVATION 0! EXISTING LOW- INCOME HOUSING

Coalalselosers
/11thail O. Antoockh

Chairman

rater I 50sparum
Kenneth Mahn

COnlu.:0 O. fAelman
Deana Osna

Existing low-income housing stock subsidized or insured Under
the Section 8, Section 236, and Section 721 (d)(3) programs must
be retained as low-income. The following recommendations address
this issue:

Encourage current and futurG owners to forego mortgage pre-
payments through providing incentives to either rehabilitate
and rdfinance or maintain the mortgage through maturity.

Ensure that any lost units are replaced through other federal
programs or proposed incentives

Reviseithe Tax Reform Act of 1986 to permit stets and local
finance agencies to issue tax-exempt bonds, outside the state
or hom,-rule volome cap, for all "preserved" project financing.

Permit the permanent attachment of rental rehab certificates or
vouchers to low/moderate income projects to enhance the ability
of the project to continue to meet the 15-year compliance period
to qualify for low income tax credits.

Revise the Rental Rehab program to permit an operation similar
to the Hod Rehab program. Owners should be permitted to use "
existiag equity to qualify for rental rehab assistance.
Certificates add vouchers should be project-based:

Require any projects needing rehab financing to extend occupancy
restrictions for the mortgage duration.

Public Eralmgml :

Relative the question of preserving the existing stock of
public housing, our recommendation again reverts to the concept
of a Block Grant. Give.the public housing authority the
responsibility, along with a known financial commitment, to
address the preservation, maintenance efforts. In the most recent
request for CIAP funds, only one item was ap)roved f. expenditure.
The result of this approach, long-term, is to defer most maintenance
and create slums.

The Block Grant approach would also address the excessive paperwork
that characterizes the CIAP (Compr:alensive Improvement Assistance
Program. HUD reviews and approves the initial line-item budget
for a project, any line-item budget revisions that occur in the
course of a project, all architectural and engineering contracts,
all requests for proposals. Even when BUD approvals are given
expeditiously, this system of reviews adds time and costs to the
project.
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HOUSING AUTHORITY OF THE COUNTY OF GREENE
170 C. CIRECNIE STREET

WAYNLSBURG.PA.15370

September 8, 1987

Senate Housing Subcannittee
Dirksen Senate Cdfice Building
Roan 535
Washington, DC 20510

Senator Dirksen:

The Senate subcannittee on Housing is in preparation for sweeping
housing legislation to be introduced next year.

As a EHARArrerrber, I would like to sutrnit to the cannittee my
suggestion. 1 an a strong advocate of ceiling rent in PUblic Housing.
1 have nade this known to the Area, Regional and Central Office in Washing-
ton D.C. The Greene County Hbusing Authority operated 290 units under the
ceiling rent system for 20 years until Congress abandoned the ceiling rent
2 or 3 years ago.

The 20 years that the authority operated with ceiling rent the
authority had a solvent budget and returned approximately $500,000. back
to the Federal Government. This noy not seen very much but for 290 units
1 ',eel it is.

In the past 2 years since ceiling rent is no longer law, we are
struggling to maintain a solvent budget in the years 198E and 1987. 1 have
applied for perfomance funding for these years but didn't qualify because
our reserve was at $220,000. The authority resery declined to $140,000.
The reserve will continue to decline to 40% of or $80,000. before the
authority is eligible for performance funding. The authority rental incare
has been in a declining status since the elimination of the ceiling rent.

I would like to demonstrate how inTortant ceiling rent is to our
authority.

First the authority establishes the amount of ceiling rent which is
required for solvency. To maintain solvency the authority adnits 65% of
its tenants in the low and very low category, 25% of tenants in the middle
incare range and 10% high income. These percentages are all within the
established income occupancy limits. The middle income tenants and high
income tenants subsidizes the low and very low income tenants. The authority
does not need subsidies Iron the Federal Government. This system has
worked for 20 years. We have never received subsidies from the Government.
the ceiling system is perfect. We have had a solvent budget every year for
20 years.

r 3 9 9
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A project with all low and very low incam tenants will cause a heavy
noinienance repair load on our present maintenance personnel and possibly
have the hire additional personnel to take care of the additional mainten-
ance problems.

We are now experiencing ffore maintenance repairs than ever before.
There is no question that under the ceiling rent we will bring back solvency
and reduce naintenance calls because of project mix. All of the Author ties
that tad the ceiling rent experience the same problem as our authority did.

Solvency in a project would help reduce the Federal Government budget
problem because it would reduce subsidies ;:yment to an authority.

Please give this your serious consideration.

Very truly yours,

:Les3. la

et:AAA,

Executive 'rector

92J
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A Brief Introduction to Community Land Trusts As A Vehicle for Developing
and Preserving Low Cost Ho.ieownership and Rental Housing

by Chuck Collins, Director of Technical Assistance
Institute for Community Economics

The need for decent, affordable housing in the United States is serious
and growing. The dimensions of this crisis need not be detailed here, but
it is appropriate to note that the housing crisis of the 19803 with its
combination of disinvestment and gentrification, and the confluence of
growirl needs, declining production, and publia budget deficits presents
unique challenges.

To respond effectively to present conditions and trends, a housing
program must have three strategic objectives. It must:

provide decent, affordable housing to those who need it most, with the
essential benefits of homeownership where possible;

insure long term affordability by controlling transfer costs, protecting
the gains made tcday from being lost to the market tomorrow; and

build and economic base for and by the local community and allow local
residents to reinvest the fruits of their labors and benefit from their own
community development efforts.

Traditional housing programs do not adequately meet these requirements.
Wew models of community development and property ownership are. needed, and
the community land trust model is one such model.

A Community Land Trust (CLT) is a democratically structured,

community based nonprofit corporation, designed to strike a fair
balance between individual and community interests and to meet the
strategic requirements for a new approach to land and housing
problems. The purpose of the CLT is to acquire land and remove it
from the speculative market. The land is made available to individual
families, cooperativee, and other organizations through longterm
(lifetime) leases, which may be transferred to the leaseholder's heirs
if they wish to continue to use the land. All lessees are members of
the CLT, and they are represented on its Board.

While leaseholders.do not own the land they use they may own their
buildings (as individuals, or as member:: of cooperative associations).
The CLT, however, retains a purchase option -- Should the owners decide
to sell --for the amount of the owner's investment of capital and
labor, adjusted for appreciation and depreciation. Homeowners are
thus guaranteed a fair equity for their investment, and their
successors can purchase the homes for a fair price. No Beller::
benefit from speculative gains and unearned increases in market value,
and no buyers are priced out of the market and denied decent housing
by such increases (CLTs can also manage rental housing where
appropriate).

3
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Introduction to Community Land Trusts, Continued

CIA's combine the best features of private and community ownership.
Residents have the essential benefits of homeownership: lifetime
security, a fair equity for their investment, and a legacy for their
descendants. At the sem.. time, the CLT makes access widely and fairly
available and prevents absentee ownership; it enables a comunity to
exercise more effective and representative control over its longterm
development; and it builds an economic base for the community through
lease fees and appreciated value of CLT lands. A CLT distinguishes
between the portion of property value created,by individual owners and
the portion created by communitywide improvement efforts, public
investment, and larger economic forces.

The CUM ability to reduce a community's dependence on outside
financial assistance makes it an especially appropriate vehicle for
both private and public investment. While funds applied to
traditional home ownership programs are spent on a onetime provision
of services, funds directed to CLTs are retained and reinvested within
the community, for repeated use with multiple effect.

The CLT is a very flexible model. It can accomodate any form of
housing, commercial activity, community gardens and other public
purposes. It can work in partnership with other community development
organizations, and serve as link between the various social and
economic units in the community.

In recent years, spurred by the housing crisis apd the Reed for
new model:: of development that meet both immediate and long term
needs, there has been a tremendous increase in the number of CLTs, the
scale and pace of development, and the breadth of public and
institutional interest and support. New groups are emerging in
Syracuse, NY, Durham,NC, St. Louis, MO, and other areas and the
accelerated pace of development seems certain to continue.

For Further Information Write or Call: Chuck Collins.or Chuck Matthei
Institute for Community Economics
151 Montague City Road
Greenfield, MA. 01301

(413) 774-7956

4
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Who is the Institute for Community Economics?

The Institute for Community Economics (ICE) is a private non profit
corporation working to address the root causes of the housing crisis and
community underdevelopment through an intergrated program of technical
assistance to CLTs and other communitybased development organizations,
community investment, and public education. .:CE is the priritipal

provider to technical assistance to community land trusts in the U.S. ICE

staff provide onsite consultation and technical assistance to community
organizations in more than 50 communities in 29 states each year, and phone

and mail assistance to others. Fees for services are based on ability to

pay, and no group is turned away for lack of resources.

In 1982, ICE produced The Community Land Trust Handbook (Rodale
Press), and later a slideshow entitled "Common Ground: An Introduction to

CLTs." In 1982, ICE organized a weeklong technical conference on CLT
development; in 1984, a conference on legal issues affecting CLTs; and in
1986, a strategy seminar for local CLT leaders. ICE has assembled a task

force of 15 attorneys and property law professors, to serve on a voluntary
basis exploring legal and public policy issues affecting CLTs and other
forms olongterm limitedequity development. ICE is currently

researching and producing the Legal Handbook for Community Land Trusts

which will be available in the Spring of 1988.

In 1979, to meet the critical need for capital, ICE' established the
Revolving Loan Fund (RLF), which receives loans from individual and
institutional investors and places loans with community development and
service projects. To date, the RLF has received over $5.5 million from more

than 200 investors across the country. To date, the RLF has placed 145

loans with projects in 25 states. Approximately 60% of these loans have

financed housing projects (emergency shelters, CLTs, cooperatives,
nonprofit rental housing); 25% have gone to cooperative businesses; and 15%
to service programs as diverse as soup kitchens, a nonprofit helath center,
and a culture; and arts center for a lowincome neighborhood.

In 1983, ICE pioneered the Community Loan Fund (CLF) model, and

began to assist in the development of regional CLFs. Te date, ICE has

arsisted more than a dozen new funds and guided the formation of the
National Association of Community Development Loan Funds, for which ICE now

provides staffing and coordination. A booklength manual on CLF
development and malagement will be published in NoveOber of 1987.

5
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A Progressive Housing grogram for America

July 1987

This Program was drafted over a three-year period by the members of
the Institute for Policy Studies' Working Group on Housing, a component of
IPS' Alternative Program for America project. Richard P. Appelbaum had
primary responsibility for putting the Program into written form. Emily
Achtenherg, Chester Hartman, Peter Marcuse, and Michael Stone drafted,
organized, and edited major portions of the Program. Peter Dreier, Jacque-
line Leavitt, Christine Minnehan, and Carole Norris also provided or edited
drafts of specific sections. Other Working Group members include John D.
Atlas, Arthur Collings, Bob Goodman, Daniel Lindheim, Michael Rawson,
Florence Roisman, and Joel Rubenzahl.

A version of this Pc.'gram for use
prepared and will be available shortly.

The Working Group was funded by
the Sunflower Foundation, and the Seed

Inquiries should be directed to:

Richard P. Appelbaum
Department of Sociology
University of California
Santa Barbara, CA 93106
(805) 965-3213

924

by community organizers is being

grants from the Shalan Foundation,
Fund.

Chcster Hartman
Institute for Policy Studies
1901 Que St., N.W..
Washington, D.C. 20009
(202) 234-9382
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Section I

Introduction and Analysis

A. Rationale

1. The American Drum?

Housing is more than shelter: it represents home and community as well
as a structure. The house that is the 'American dream" is not just four walls
and a roof; it couples shelter with the promise of security, peace and inde-
pendence. The purpose of the housing program presented in this document is
to make this conception of housing as home and community a reality for all
people in America. For most Americans, it is not such a reality today; for
some, even minimum adequate shelter is lacking.

The concept of the 'American dream" encompasses inconsistent elements.
In the Madison Avenue form sold in ( : media, in the rhetoric of politicians
and the images of television, the home has been transformed into an article
of consumption that in many ways contradicts the values of home and
community. Furthermore, while the 'dream" is symbolized by the suburban
single-family house typically occupied by a white middle-class family, in
fact it excludes those who differ from the standard: thepoor and near-poor;
blacks, Hispanics, and other minorities; singles; and single-parent house-
holds, particularly working women.

It is becoming increasingly apparent that the economic aspects of the
'dream' are fundamentally inconsistent with its human meaning. The house
or apartment is the largest consumption item in most people's budgets. One
major reason for such high costs lies in the profits made at all points in the
housing cycleon land, construction, financing, sale, rental, and manage-
ment. There are many who share in such profits: developers, builecrs, lend-
ing institutions, real estate firms, landlords, management agents, investors,
and speculators. Even homeowners often purchase their homes with the
expectation of making a profit upon resale. The cost of housing reflects the
highest profit levels attainable, not the cost which best meets our needs for
decent, affordable shelter in a supportive community. The house has become
a dynamic engine of consumption and profit. Its purpose has become the
creation of needs, not their satisfaction. The dream it embodies is designed
to b: bought and sold, not lived. The profit to be made in its production,
financing, ownership, and operation has become an end in itself.

The poor have never been able to afford the "American dream," which
in recent years has become unattainable for the working class and large
segments of the middle class as well. New single-family housing is beyond
the reach of the majority of our population. For most of those who rent
and for homeowners who cannot meet mortgage or property tax payments
security of occupancy is highly uncertain. Rents are skyrocketing, while
choice is shrinking. The availability of particular kinds of housing to meet
special needs is also declining. For lower-income households in particular,
the housing crisis has become acute.

5
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2. An Alternative Approach: Social Provision and Protected Occupancy

The Program outlined here is designed to move towards a true Ameri-
can dream. Housing should provide protection, security, space, beauty, and
ecinforcement for the special needs of its occupants. It should help bring
people together, respecting privacy while fostering the common pursuit of
common goals. These are the ultimate ends we have in mind as we offer this
Program.

To achieve these ends, we put forward two basic concepts: social provi-
2621 Ind protected occupancy ,social provision includes ownership, financing,
producgon, and managing housing in ways oriented towards use rather than
profit. Swirl ownership includes direct public ownership by government or
quasi-public entities; ownership by tenant, community, or other non-profit
corporations; collective ownership by resident-controlled corporations or
neighborhood councils; non-equity or limited-equity cooperatives;' and lim-
iter- equity ownership of single-family homes. Social financing means provi-
sion of direct public grants to social producers and owners for building, re-
habilitating, and acquiring housing, free from the distortions caused by tax
shelters, free from dependency on the demands of mortgage lenders and the
instability of the capital markets, and free from the burden of debt. Social
production encompasses development and construction of housing by commu-
nity development corporations, local housing authorities, worker coopera-
tives, labor unions, and other non-i.rofit development and construction
firms; on land held in public ownership or community trust; with materials
provided increasingly through cooperatively-owned and non-profit suppliers;
and in accordance with plans democratically arrived at. Social management
fr,rtns operation of housing, under resident control, for the benefit of the
residents and the community as a whole. In all aspects of housing provision-
- construction, financing, ownership and managementour overriding con-
cerns ate the interests of the residents and cost-effective use of housing re-
sources.

Protected occupancy is likewise achieved in a variety of ways. It is a
form of tenure that combines the best features of private homeownership
(security of occupancy, control over use) with the best features of high-
quality rental tenure (efficient management, shared facilities, ease of mobil-
ity). Through these alternative forms of housing provision and tenure, both

IUnder limited-equity forms of ownership, tenant-owners acquire a share in
the cooperative, which as the legal owner holt:s a blanket mortgage for all
the units. Typically, the share is equivalent to the down-payment for the
unitperhaps 10-20 percent of its value. When the owner wishes to leave
the cooperative, the share is resold (to the cooperative) at the original
value, plus an annual appreciation set either by law or common agreement
at a low level (in California, state law presently limits the annual
appreciation to 10 percent). Cooperative members thus cannot sell their
units at market value; they can only sell their share at a controlled rate of
appreciation. In non-equity cooperatives there is ao appreciation of the
value of the original share.

6
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oriented towards use rather than profit, we can achieve the true American
dream.

3. Housing and Neighborhoods

Although issues concerning neighborhood quality are not directly ad-
dressed in the Program, we recognize the importance of neighborhood in the
overall planning of cities and towns, and in securing the livability of hous-
ing. A major part of the value of horsing bath cultural and financialde-
rives from its immediate social environment. NeighborLoods are a vital part
of growing up, raising families, forming friendships, and participating in
community life.

While we do not expect that a housing program alone can resolve all the
difficulties which presently plague our neighborhoods and cities, we believe
that the measures proposed here will significantly enhance the quality of
neighborhood life for most Americans. For example, the creation of a sub-
stantial stock of affordable housing, in a variety of locations, will increase
neighborhood choice. At the same time, the availability of secure and af-
fordable housing will encourage the 'pride of place' presently associated
primarily with homeownership, helping to stabilize and revitalize deterio-
rated and dispirited neighborhoods. Improvements in housing design and
construction can also help in many waysreducing crime, fostering coopera-
tion, increasing access for the elderly and disabled, and in general improv-
ing the quality of neighborhood life.

4. Housing and Economic/Social Change

Finally, while the Program is limited to changes within the housing sys-
tem, we recognize the significance of broader economic and social treads
and forces in determining the adequacy of our housing and neighborh000ds.
For example, the fact that such a small and unreliable portion of our soci-
ety's resources (public and private) is devoted to housing is a major cause of
our chronic housing shortage and of high housing costs. The unequal distri-
bution of jobs, inccmt, and wealthespecially with the shift from a manu-
facturing- to a service-based economyis a major source of the housing and
neighborhood disparities to evident today. And racism and sexism in the so-
ciety as a whole create special problems of housing discrimination, exclusion
and oppression.

While the alternative housing provision and tenure systems we propose
will not resolve these larger problems affecting housing, they will amelio-
rate them in several important respects. For example, a system of direct fed-
eral grants for housing will fissures reliable, predictable stream of funds
for productive housing investment. As more and-more residents are guaran-
teed affordability and security through provision of social housing with
protected occupancy, the consequences of income inequality will be less sig-
nificant. And the creation ol: new ownership and tenure options not based
on the protection of property values will encourage greater acceptance of
inclusionary housing patterns, as enhanced affordability increases neigh-
borhood choice. Ultimately, the efforts we propose to improve the housing

7
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system could become part of a broader social movement for control and al-
location of our society's resources, to allow the fulfillment of every Ameri-
can's basic needsnot just for housing, but for et_ployment, education,
health care, and nourishment as well.

Our initial priority must be to ameliorate the worst impacts of the pre-
sent system. But without a vision of where we want to go, we have no star.-
dard for choosing among the different roads we may travel to move from
where we are. Even though the vision we offer may not be attainable in the
immediate future, many of its starting points could be implemented today.
Indeed, the initial components of the long-range Program are based on ini-
tiatives and experiments already being (=tied out in various parts of the
country, albeit in a necessarily limited way.s Building upon these creative
examples, the Program offers a strategy that meets today's needs and also
will lead to broader changes.

B, The Housing Problems

'Americans today are the best - housed people in history, the President's
Commission on Housing assured us (US. President's Commission on Housing,
1982, p. xxvii). Indeed, current economic wisdom is that Americans are
overhoused and that too many of the nation's resources are devoted to hous-
ing, at the expense of productive business investment (Downs, 1980; Stern-
lieb and Hughes, 1980, pp. 3, 89).

Yet, while most Americans have experienced improvement in the physi-
quality of their shelter in the post-war period, their housing problems

_ 4 increased in other ways. Especially over the past decade, it has become
:z-re and more difficult to findand keephousing that is affordable, well-
maintained, secure, and located in a supportive neighborhood of choice. For
poor, minority, and female-headed households, the housing problem has
reached crisis proportions. And while those who are worst off are dispropor-
tionately tenants, the impact of the housing crisis today is increasingly
shared by low- and moderate-income homeowners.

A few statistics illustrate the dimensions of the problem:

Availability: Over the past decade, the supply of available housing has
decreased relative to need. For homeowners, who constitute approximately
two-thirds of all US. households, the vacancy rate has remained low and
relatively stable at between I and 2 percent. For renters, the vacancy rate in
1983 was 5.9 percent, down from 7.1 percent in 1980 (US. Bureau of the
Census, 1984a: 711).

'Many of these examples are available in the community organizers' version
mentioned in the acknowledgements.

/Sections A and C are in part adapted and undated from Achtenberg and
Marcuse (1983), and from the Editors' Introduction to Bratt, Hartman, and
Meyerson (1986).
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Available rental vacancies are considerably fewer in the central cities,
where the supply of apartments is being depleted through condominium
conversion, changes of land use, arson, and abandonment. By the end of the
1970s, one major governmental report characterized rental housing as an
'endangered species' (U.S. Comptroller General, 1979).

Even by official government standards, not enough new units arc being
produced to replace those that have been lost and to accommodate our grow-
ing population. The ten-year National Housing Goal of 26 million new and
rehabilitated units, established in the Housing Act of 1968, was not
achieved; by 1978, only 21.5 million units had been built, including just 2.7
million of the 6 million subsidized units target, a shortfall of 55 percent
(Stone, 1980). Annual housing starts numbered barely over 1 million in 1982 -
-the lowest rate in post-war history. Not surprisinzly, the government has
now officially abandoned the embarrassing task of establishing national
housing production goals (U.S. President's Commission on Housing, 1982).

In geeAral, the American housing industry is plagued by extremely er-
ratic performance. Over the past 25 years, total housing starts have ranged
from a high of 2.4 million units (1972) to a low of 1.1 million units (1981
and 1982), with year-to-year fluctuations often as high as 300,000-400,000
units. Between 1982 and 1983, the change was 645,000 units. Clearly, such
huge swings do not reflect corresponding changes in society's housing needs.

Affordability: The decline in housing affordability over the past decadeis the most significant measure of the curreni housing crisis. For renters,housing costs are increasing almost twice as fast as incomes: between 1970
and 1983, median rent rose 192 percent while median renter incomes rose
only 100 percent (U.S. Bureau of the Census, IMa).

Looked at another way, in 1970, 40 percent of all renter households
paid at least 25 percent of their incomes for housing (the old rule-of-thumb
for what families could afford), and 25 percent paid at least 35 percent. But
by 1983, those proportions had increased to 59 percent and 40 percent re-
spectively. In 1983 (the most recent year for which national housing data
are available), more than 10 million renter households paid 35 percent or
more of their income for rent; 6.3 million paid 50 percent or more; and 4.7
million paid 60 percent or more, leaving little for other necessities.

One aspect of the government's response to this problem has been to in-
crease the official housing affordability standard. Not long ago, a rent-to-
income ratio of 20 percent was considered appropriate. Today, the official
criterion of affordability (and the rate charged in federally-subsidized
housing) is 30 percent. Apart from its arbitrary nature, this simplistic ap-
proach fails to recognize that vao .,amities havi:12 different income levels
and different non-housing budgetary needs--e.g., for food and medical care
can afford to spend quite different amounts for housing, relative to income.

With a more complex income-dependent affordability standard, which
takes into account the cost of mee'ng non-shelter necessities, a typical fam-
ily of four would have required an income of about $22,000 in 1983 in or-
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der to be able to afford as much as 25 percent of it for housing. Using this
more realistic sliding scaie of affordability, in 1980 43 percent of renters
(nearly 12 million families) and 26 percent of homeowners (almost 14 mil-
lion families) were 'shelter poor.* Between 1970 and 1980, the number of
shelter poor families in the U.S. increased by 33 percent (Stone, 1986).

The government also claims that the statistical decline in rental housing
affordability is largely attributable to housing quality improvements, espe-
cially with the shift of higher-income renters to homeownership (leaving a
disproportionate share of the rental stock to the poor). However, even the
cost of a "constant- quality' rental unit has risen faster than renter incomes
in the last decade (U.S. President's Commission on Housing, 1982). And, of
course, it is small consolation to a household unable to afford an adequate
diet or clothing to know that the part of its income being handed over to
the landlord is going for higher-quality quarters.

While the disparity between renter and homeowner incomes has in-
creased significantly, homeowners too have experienced growing housing af-
fordability problems. Between 1970 and 1983, the median sales price for ex-
isting homes more than tripled, from $23,000 to $70,300 (U.S. Bureau of the
Census, 1984c: 729). During the same time, mortgage interest rates on con-
ventionally financed single-family homes rose by over halffrom 8.5 per-
cent to 13.4 percent (U.S. Bureau of the Census, 1984c: 505). Based on a con-
ventional 30-year loan, monthly mortgage payments for the median-priced
existing home would have quadrupled over the thirteen year periodfrom
$140 to $558. It is worth noting that while 60 percent of this increase can be
attributed to the increase in sales price, the remaining 40 percent is due to
the rise in mortgage interest rates.

By 1983, 3.1 million homeowning households paid 50 percent or more of
their income in housing costs. In 1983, over 26 percent of all homeowners
devoted at a quarter of their incomes to housing; among those with in-
comes under $10,000, newly 60 percent spent 25 percent or more for hous-
ing. (U.S. Bureau of the Census, I94a).

While the affordability gap for highe-income homeowners was to some
extent offset by income tax deductions for mortgage interest and property
taxes, on a cash flow basis many homeowners' resources wars increasingly
strained. As a consequence of these factors, in the early 1980s the postwar
trend towards increased homeownership slowed greatly, finally reversing it-
self in 1983 (U.S. Bureau of the Census, 1984b).

With the rising cost of homeownership today, fewer and fewer renters
can afford to buy. In the peak year of high mortgage interest rates-1981
first-time homebuyers represented only 13.5 percent of the sales market, as
compared to 36 percent in 1977 (U.S. League of Savings Associations, 1982).
One direct consequence of these rising costs is to freeze would-be homeown-
as into semi-permanent renter status, thereby exacerbating the relative
shortage of rental housing.

Overcrowding: A growing number of persons are doubling up to econo-
mize on rising housing costs. Nearly 3 million households we...v reported liv-
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ing in overcrowded conditions (1.01 or more persons per room) in the 1983
Annual Housing Survey, with 700,000 in conditions of extreme overcrowding
(1.51 or more persons per room). As is to be expected, overcrowding is more
common among lower-income renters: among renter households with incomes
of 33,000-6,999 a year, nearly 1Z- percent were overcrowded.

The New York City Housing Authority rept..ts that as many as 50,000
families in the city's Public housing projects (nearly a third of all its units)
were illegally doubling up, a problem that, according to the Housing Au-
thority chair, is growing geometrically (Rule, 1983; Hartman and Robbins,
1986). It is almost a certainty that official overcrowding statistics
underreport reality, since respondents understandably are reluctant to report
doubling up to census takers and other investigators, ft I' fear of getting into
trouble with landlords, housing code officials, and s, :dare workers.

Quality: Today, neighborhood conditions are the most widespread hous-
ing quality problem. In 1983, over 17 million hourlholds indicated that
neighborhood crime was a problem, and over 8 million h iseholds felt that
bothersome neighborhood conditions (noise; lack of street repairs; intrusive
non-residential activities; odors, smoke and gas; trash, litter and junk; or
boarded-up or abandoned buildings) were so severe that they would like to
move (U.S. Bureac of the Census, 1985: Table A-3).

But even individual unitsdespite improvements in the standard mea-
sures of crowding, plumbing facilities, and dilapidationcontinue to experi-
ence persistent problems in maintenance and services. In 1983, over 2 mil-
lion households reported exposed electrical wiring; 10 million households re-
ported signs of mice or rats; and over 6 million households reported signs of
water leakage from their roofs (U.S. Bureau of the Census, 1985: Tables A-I,
A-2). The problem of neglected maintenance, followed by housing abandon-
ment, is a growing one in many large cities:

Security of Occupancy: The involuntary displacement of families and
individuals from their homes and neighborhoods is an aspect of the housing
problem _hat has received growing national recognition.. According to gov-
ernment estimates, 600,000-850,000 households, or 1.7-2.4 million persons, are
forced to move each year because of private market activity. Over 40 per-
cent of these moves are attributable to increased housing costs, with sale of
the building accounting for another 23 percent (US. Department of Housing
and Urban Development, 1981).

While tenants are most vulnerable to being forced out of their homes,
homeowners are increasingly threatened by mortgage foreclosures and evic-
tion. Nearly one in sixteen home loans are more than thirty days overdue
(Jones, 1985), and of course mortgage delinquency often eventuates in fore-
closure. Since 1981, the national foreclosure rate has moved up steadily. In
many areas, high foreclosure rates are a function of rising monthly pay-
ments under graduated payment mortgage arrangements while housing val-
ues are not rising and in some cases are falling below the amount still owed
to the lender (King, 1985). Regional economic hardship can of course pro-
duce widespread mortage foreclosures: whereas in early 1985 the national
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foreclosure rate was 2.5 per 1,000 mortgages (up from 1.8 in 1931), in Ore-
gon, with its declining timber industry, the rate was 8.7 (King, 1985).

Homelessnessthe .ultimate outcome of housing insecurity and unavail-
abilityhas become a significant phenomenon in most cities; estimates for
New York City indicate a population of as many as 50,000 homeless, while
the figures for Los Angeles suggest almost 40,000 (U.S. Department of Hous-
ing and Urban Development 1984: 14). While HUD estimates a national
homeless population of 250,000-350,000 (Mid: 19), this figure almost cer-
tainly is a considerable snderestimate. Other estimates have placed the fig-
ure at 2-3 million (ibid: 9).4

Inequality: While the housing crisis affects a growing proportion of our
population, it is consistently worse for some than for others. The poor are
always worse off. Eighty-one percent of all households earning less than
$10,000 pay 25 percent or more of their incomes for housing, while only 2
percent of those with incomes of $50,000 or more pay this much. The me-
dian rent-to-income ratio for renter households .veining less than $3,000 was
a stratospheric 60+ percent (the Annual Housing Survey does not provide
more specific figures at this level); for renter households in the $3,000-6,999
income class, the median ratio was SS percent; and for renter households in
the S7,000-9,999 class, the median ratio was 39 percent (U.S. Bureau of the
Census, 1984E Table A-1).

Ten percent of female-headed households live in housing that is offi-
cially rated as inadequate, as compared to 7.5 percent of all households (US.
President's Commission on Housing, 1982). Among homeowners, 63 percent
of black and 58 percent of Hispanic households are dissatisfied with neigh-
borhood services, as compared to 49 percent of all households (US. Bureau
of the Census, 1982a). Low-income, minority, and female-headed households
are more likely than others to be displaced (US. Department of Housing and
Urban Development, 1981).

Oppression: Lastly, patterns of housing location, access, design, and
tenure incressingly reinforce and perpetuate the economic and social divi-
sions that exist within our society. Housing, after all, beyond shelter pro-
vides social status, access to jobs, education and other services, a framework
for the conduct of household work, and a way of structuring economic, so-
cial, and political relationships.

At the bottom end of the scale, housing conditions are especially oppres-
sive for the poor. The residents of a run-down or partially abandoned
neighborhood must be constantly on the defensive, devoting extraordinary
efforts to basic physical self-protection, insulating themselves from om-
nipresent outude threats. The destructive social and psychological impacts
of such conditions far exceed their physical dimensions. The commitments
made by many working-class families to homeownershipas the only feasi-
ble way of obtaining decent housing in an acceptable environmentcan also

*The HUD study suffers from s;gnificant methodological flaws which ren-
der its conclusions doubtful. For a collection of critical analyses and tes-
timony, see U.S, House of Representatives (1984).
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prove oppressive. Employers have long known that employees who own their
own homes are often more vulnerable, and hence less militant than more
mobile tenants. And while for many people owning a home has provided
economic security in old ageyears of mortgage payments having served as
a form of savingsfor many others the constant burden of mortgage pay-
ments is a severe economic hardship. The high costs of mortgage financing
often require allocating a high proportion of income to housing. This in
turn entails overtime work, accepting jobs at substandard wages, and car-
tailing other consumption. Wives are often forced to work at outside Sobs,
while at the same time devoting time and energy to domestic resp,,azibili-
ties.

Racial segregation in housing, which is severe and getting worst in
many areas, limits educational and employment opportunities for minorities
even as it forces them to pay more (relative to income) for poore. quality
housing and declining services. The spatial patterns of the minorit;, ghetto,
involuntarily imposed on its occupants with little possibility of escape, both
create and reinforce the systemic oppression under which its victims labor
every day.

Housing conditions for women reinforce sexist patterns to which they
are subjected in other aspects of their lives. Housing design and locational
patterns support the traditional division of labor within the male-dominated
family, require extensive T npaid work wit.`in the home, and restrict oppor-
tunities outside the home, both for gainful employment and for social and
community life (Saeger; 1981; Rothblatt et al., 1979). Single women and sin-
gle-parent households experience even greater constrictions on their freedom
of choice. For single women, the pressures towards conformity are re-
inforced by the limited alternatives available in the housing market. For
single women with children, oppressive physical living conditions are often
exacerbated by their status as undesirable "probhm fnmilies.' Increasingly,
many women find themselves 'just a divorce away' from poverty and
homelessness.

C. Causes of the Problem's

There is a principal underlying cause to these problems, which in our
view explains the increasing inability of our society to provide adequate,
affordable housing for all segments of the population: housinga necessity of
lifeis treated not as a social good but as a commodity. It is produced, fi-
nanced, owned, operated, and sold in ways designed to maximize profits,
rather than to provide needed shelter. And government policies affecting
housing, which supposedly serve the common good, systematically operate to
reinforce the profitability of the housing sector and of the business commu-
nity as a whole. Such improvement in ;lousing as has occurred historically
has come about only when it has served the interests of private capital, or

'For more detailed analysis, see the collection of readings in Hartman
(1983a) and Bratt, Hartman, and Meyerson (1986); Gilderbloom and Appel-
baum (1987); Stone (1980, 1986); Rybeck (:982); Downs (1983); Sternlieb
and Hughes (1980); U.S. Comptroller General (1979); and U.S. President's
Commission on Housing (1982).
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when political and economic pressures from orgaaized groups and move-
ments havu forced it to occur.

In the most immediate sense, the supply, cost, quality, location, and use
patterns of housing in our society reflect the market activities of the pri-
vate housing sector, which is itself comprised of multiple interests. These
include real estate developers, builders, materials producers, mortgage
lenders and other providers of housing credit, investors, speculators, land-
lords, and homeowners. While each of these 'actors' makes money from
housing in a different way, they share a common interest in housing as a
profitable commodity. (Homeowners, of course, have a conflicting interest
in their housing as both shelter and investment, a matter of significance for
this analysis, as discussed below.)

For housing consumers, the consequences arc manifold. First, the high
and rising cost of hou:,ing in the marketplace reflects, in part, profits made
during the initial production or development stage. Land and construction
loan interest are Iv far the most rapidly elz:ng et:meats of housing produc-
tion costs (US. President's Commission on Housing, 1982). Further, most ma-
terials used in the construction of housing are produced by giant corpora-
tions with few incentives for cost control (Schlesinger and Erlich, 1986).

Once a house or apartment building is completed. its cost to the con-
sumer also reflects the gain generally made by each successive owner who
trades it for profit in the marketplace (housing is perhaps the only common
commodity whose market value increases with age). And since virtually ev-
ery real estate purchase is financed with borrowed funds, added to that is
the cost of mortgage interest, which has risen significantly over the years.
For example, mortgage interest rates, which were under 6-7 percent until the
mid-1960s, tripled to about 17 percent by the early 1980s, and continued to
hover over 10 percent by mid-1987.

Moreover, our mortgage finance system, which permits a small down-
payment to leverage control over a substantial investment, encourages spec-
ulationthe buying and selling of property for short-term profitwhich
adds appreciably to housing costs. Not surprisingly, mortgage payments, re-
flecting both the market price of housing and the interest on the govern-
ment loan, consti Jte the single largest element of monthly housing cots to-
day for both homeowners and renters. For owner-occupied single-family
homes with mortalos, mortgage payments constitute on the average 65 per-
cent of occupancy costs ;Hartman and Stone, 1986). Similar national data do
not exist for renter-occupied units, but with landlords' often greater
reliance on multiple layers of debt financing, the percentage of rent dollars
allocated to mortgage repayments is probably of at least the same
magnitude. Other significant cost elements are the property taxa regressive
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tax on real estate as a form of private wealthy and utilities, with their
substantial profit component!

The quest for profits in all phases of housing production limits housing
production because the necessary resources are allocated only when it is
profitable for developers, !and owners, materials producers, and mortgage
lenders to do so. For example, at the peak of economic booms when business
is expanding, commercial banks traditionally cut back on housing loans in
favor of more profitable, short-term lending to government and corporate
borrowers. And savings and loans, the source of most housing credit, have
less money to laud because their depositors seek more profitable returns
elsewhere. Similarly, scarce urban land is available for housing only when
housing is its *highest and best" (most profitable) use, and private developers
frequently shift from building homes to office towers when it is more prof-
itable to do so. Even basic construction materials are diverted from the
housing sector when they can be sold more profitably elsewhere.

The result is an extremely cyclical .pattern of housing construction,
which has significantly inhibited the productive capacity of the. housing in-
dustry (U.S. President's Commissii- on Housing, 1582; Solomon, 1981). This
in turn has further increased ho.....ing costs. For example, the cost of idle
plant and construction equipment during slack times is recaptured in higher
prices for those housing units which are built. Construction workers require
higher hourly wages to offset those periods when they will b.: unemployed.
Builders face a high degree of risk, which they cover through higher profit
margins, a cost passed on to consumers. Estimates of increased production
costs resulting from cyclical instability run as high as 15-20 percent (COIN,
1979: 57).

In addition, because housing is adequately maintained only when ityields a profit, real estate owners and lenders "di,invest" from poor or
"high-risk" neighborhoods through undermaintenance, tax delinquency, ar-
son, abandonment, and redlining, accompanied by the withdrawal of public
services (Marcum 1979: 1981). Housing capital and credit are then rein-
vested in the speculative purchase and refinancing of existing buildings in
profitable 'upscale" neighborhoods, without adding to the' housing stack or

i property taxes have increased substantially as local and state gov-
ernments experience fiscal crises and the federal government continues tocut back traditional aid programs. The median property tax paid by all
homeowners was $460 in 1980, rising to $564 in 1983. Since the property
taxin effect, a sales tax on housing servicesis, over much of its range,
highly regressive, low-income households are hit hardest. In 1983, the me-
dian real estate tax bill for the 1.5 million homeowners with incomes un-
der $3,000 was $326, or more than 10 percent of their total incomes (U.S.
Bureau of the Census, 1984c).

TUtility costs are placing a great burden even on homeowners with no or
low mortgage costs. The Consuraer Price Index (CPI) for fuel, oil, coal, and
bottled gas rose frra 110.1 in 1970 to 675.9 in 1981, and has since dropped
slightly, to 646.0 by mid-1984. In that same 14-year period, electricity
prices rose by 252 points, compared with a 194 point rise in the CPI for all
items (US. Bureau of the Census, 1984c: 482).
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improving its condition. Finally, discriminatory practices persist in the
housing market, in part because they benefit certain segments of the hous-
ing industry. For example, blockbusting tactics enable real estate speculators
to buy cheap and sell dear, while mortgage lenders can convert their old
loans to higher-yield investments in both the newly segregated black and re-
segregated white neighborhoods (U.S. Commission on Civil Rights, 1975).

The activities of the private housing sector are significantly influenced
byand also serve to reinforcetrends in our profit-oriented economy and
society as a whole. For example, as noted above, the cyclical nature of pro-
duction in our rofit-dominated economic system shapes the flow of capital
and credit to the housing sector and structures opportunities for profit in
housing development, finance, and ownership. Thus, while housing is
crowded out on the upswing of the business cycle, it has traditionally led
the way out of recession as business demand slackens. In turn, this counter-
cyclical pattern of housing activity has played an important role in stabiliz-
ing the economy and in restoring conditions for more profitable business
growth (Solomon, 1981).

The unequLl distribution of income and wealth created by our profit-
motivated production system leaves many people with jobs and incomes that
are inadequate to meet the rising cost of housing, while others are relatively
well-off. The movement ..tt: business capital in recent years from manufac-
tnring to the more profitable service sector (and from Frostbelt to Sunbelt)
has exacerbated these disparities, through the transformation of both the la-
bor market and the housing market. Thus, in some cities, plants shut down,
blue-collar workers lose jobs, real estate owners and IL:clers disinvest, and
the housing market collapses. In other cities, well-paid technicic.ns, man-
agers, and professionals attracted by revitalized service industries compete
with low-paid workers for scarce urban housing, creating profitable oppor-
tunities for real estate speculation and gentrification. The net result is a loss
of affordable housing, while neighborhoods and cities are transformed to
meet the changing requirements of profit-oriented production.

Racism and sexism in the society as a whole help to structure housing
patterns in ways which serve the interests of capital at the expense of dis-
advantaged groups. Racial discrimination in employment makes housing less
available to and affordable by minorities, while discriminatory housing
practices foster the creation of segregated, disenfranchised communities that
either become ripe targets for profitable business redevelopment or are
abandoned by the r. ublic and private sectors. Housing options for female-
headed households are similarly restricted by wortents inferior employment
status. Housing desigh and development patterns further isolate and tie
women to the home and increase profit opportunities, not just for the real
estate industry, but also for the producers of a vast array of household con
sumption goods. Finally, the social and economic inequalities perpetuated by
the housing market reinforce stratification within the labor market, which
supports the profitability of business in general.
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D. Theltole.of Governments

While government policies have led to some improvement in housing,
they have not solved the housing problem. Indeed, insome respects they
have served to intensify it, especially for low-income and minority groups.
Government actions affecting low-income housing have not stemmed from a
benevolent desire to assist the ill-housed. Instead, they bun operated largely
to enhance opportunities for private profit (both within the housing sector
and for business interests as a whole), to preserve 'social peace' against the
(real or perceived) threat of disruption from disaffected social groups, and
to stabilize the existing social and economic order (Marcus, 1986).

Of course, business and government do not always act monolithically
with respect to housing. Even within the housing sector, different groups
moy hstve conflicting interests: for example, mortgage lenders benefit from
higher interest rates, While developers prefer lower ones. Moreover, the re-
quiretaents of the housing industry may sometimes be incompatible with
those of the general business community or of the economy as a wholefor
example, when high housing costs are translated into wage demands, or
when low interest rates (beneficial to housin;!) prove to be inflationar: In
general, the government atts to mediate or manage :hese conflictsas w.A as
those resulting from the political pressures exerted by organized housing
consumers in ways that ben support the needs of the system as a whole.

1. Homeownership

These patterns are illustrated by the history of federal efforts to pro-
mote homeownsrship in the post-war period. After World War II, the pent-up
need for housing, coupled with war-induced prosperity and the increased
productive capacity of the economy, stimulated a huge housing construct:on
boom. With upended federal mortgage insurance and tax incentives for
homeownership, the suburban single-family tract house became 'he vehicle
for this explosive growth, supported by the development of federally-as-
sisted highways and ether infrastructure.

While the post-war homeownership boom helped many Americans to im-
prove their living standards, it also provided vast new outlets for profitable
investment by real estate developers, mortgage lenders, and other segments
of the housing industry. The creation of new demand, not just for housing
but for a wide variety of household consumption goods, was profitable for
business as a whole. And with long-term mortgages and other forms of
household credit, consumer buying power could be expanded without creat-
ing new pressures on business for higher wages (Stop:, 1986).

11We do not analyze the impact of local government development restrictions
on housing costs. While such re' trictions are otter singled out by realtors,
developers, and federal policy-makers as a prime source of high costs and
rents, in fact they are relatively insignificant in comparison to the basic
factors cited here (see Appelbaum, 1986 for a comprehensive review of
studies as well as an analysis of regulation in California; also, see
Gilderbloom and Appelbaum, 1987: Ch. 6).
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Federal promotion of homeownership also gave working families an
economic and social "stake in the system.* It reduced their desire for mobil-
ity, and as a comequence lowered their bargaining power with employers.
Homeownership pr sided families with the illusion of control, but the real-
ity of burdensome long-term debt. And it channeled their legitimate shelter
needs into concerns with investment risk and profitability (ibid.). Federal
homeownership policies also fostered racial exclusion, reinforced the oppres-
sion of women, and increased the housing problems of the poor by eroding
the central city tax base.

In recent years, the growing problems of the economy and of the hous-
ing industry have significantly altered the functions of homeownership.
Unprecedented inflation, fueled in part by a tremendous increase in resi-
dential mortgage debt,9 and the inadequate levels of new housing construc-
tion have combined to drive the cost of existing homes. This in turn has
priced many middle-class families out of the homeownership market, while
greatly increasing the use of homeownership as an investment vehicle by

. those in upper-income tax brackets. Today the same tax incentives that fos-
tered the growth of the sutorbs are stimulating housing speculation and
displacement of the poor from the it.= city, as affluent condominium con-
verters bid up the price of scarce housing resources (Goetze, 1981; Boston
Globe, 1982).

While in many areas buying a home has become a privilege reserved for
the relatively aTfluent, for many others the supposed benefits of homeown-
ership are gradually being undermined. With today's variable-rate mort-
gages, rising property tax bills, and credit shortages for housing, few mod-
erate-income homeowners can count on stability of cost or liquidity for
their investments. And a growing number who live a paycheck or two ahead
of the bank risk the loss of their equitiesas well as their homesto foreclo-
sure, as recession and unemployment continue t4 plague the economy.

2. Public Housing

Public housing, the only federal program which involves the public sec-
tor directly in housing development, ownership, and management, has had a
mixed track record. In more than 50 years, only 1.2 million public housing
units have been created, representing less than 1.5 percent of the nation's
housing stock (Bract, 1986: 342). Yet these units today provide reasonably
affordable shelter for some 3.5 million low-income people. Contrary to the
conventiona: wisdom, most public housing nationwide is also well con-

;Residential mortgages constitute a significant portion of total debt in the
United States. At the end of 1980, residential mortgage debt amounted to
nearly SU trillionan amount which far exceeded corporate debt and was
even greater than the debt of the United States government. Furthermore,
residential mortgage debt has placed an increasing burden on the overall
economy. As of 1984, it was equal to 41.4 percent of Gross National
Product, compared with 36.4 percent in 1970, and just 13.5 percent in 1946
(Stone, 1986: Table 3.2). This speculative debt build-up poses a significant
risk of mortgage defaults and bank failures in the event of a deep
depression, which could threaten the stability of tne economy as a whole.
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structed, and some of it (including New York City's exemplary program) is
also surprisingly well managed (Bratt, 1986: 345).

These accomplishments have been achieved despite the lack of an
adequate federal commicment to public housing. Together with initial
opposition from the private sector, this problem has severely limited the po-
tential of the program and also helps to explain its significant shortcomings
and failures.

To begin with, the original purposes of the public housing program had
little to do with providing affordable shelter. The rliest government-spon-
sored projects were built during World War I to aid sae US. war production
effort by easing housing shortages for munitions and defense workers. The
US. Housing Act of 1937 was primarily a public works program, intended to
stimulate the depressed economy and reduce social unrest by providing jobs
for temporarily unemployed city workers. After World War II, more public
housing was built for the benefit of returning veterans.

Concessions designed to accommodate private homebuilding and real es-
tate interests also limited public housing's potential from the start. In order
to avoid ccrapetition with the private sector, public housing was austerely
designed, often inaccessibly located, and restricted to a limited segment of
the population. The original 'equivalent elimination formula," which re-
quired the demolition of one unsafe dwelling unit for every public housing
unit created, assured that the overall housing supply would not increase
(which might drive down rents in the private market). The decentralized
administrative structure of the program allowed substantial opportunities
for local patronage.

In the 1:150s, as government slum clearance and highway constrution
uprooted the poor from central cities and the upwardly mobile left the pro-
jects for the suburbs, public housing was increasingly occupied by low-in-
come households, who in the large cities were predominantly racial minori-
ties. Political pressures generated by the ghetto rebellions and the civil and
welfatd rights movements of the 1960s led to significant reforms, including
liberalized admissions criteria and rent reductions, which increased access to
public housing by disadvantaged groups. As a vault of these demographic
and political changes, public housing now serve primarily as the 'housing
of last resort" for those left behind by the restructured economy, mainly the
elderly and single-parent families on fixed inccraes.

Since the mid-1970s, public housing has suffered from chronic under-
funding and undermaintenance, often inefficient and bureaucratic man-
agement, and other forms of official neglect. Operating subsidies, intro-
duced in 1969 to fill the gap between the cost of running the housing and
the reduced rents charged to tenants, have never been adequate and in re-
cent years have been substantially reduced. In the larger cities, a number of
older, densely populated, and poorly designed projects are severely troubled,
and thousands of units per year are abandoned because no funds are
available to rehabilitate them.
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At the same time, public housing development and management func-
tions have been increasingly privatized through the "turnkey" program, to
respond to the "failure' of the public sector. While these trends have helped
to discredit the "ucept cf public ownership of housing in this country, in
reality they reflect the dec:ining federal commitment to a public enterprise
already hamstrung by concessions to private industry.

3. Other Federally-Subsidized Honing

Since the 1960s, public housing has been eclipsed by a variety of mort-
gage, rental, and tax shelter subsidy programs intended to stimulate the
production of low- and moderate-income rental housing by private develop-
ers. These programs, although utilized by non-profit sponsors in some in-
stances, have been designed primarily to maximize profits and minimize
risks for private owners and lenders, at the expense of long-term affordabil-
ity and project viability. As a result, more than one-quarter of the subsi-
dized housing inventory is in various stages of mortgage default, assign-
ment, foreclosure, or resale by HUD, posing substantial risks to existing
tenants. Many of the more viable projects in gentrifying markets are ap-
proaching, the point where their mortgages can be prepaid without re-
striction, allowing their conversion to market-rate rentals, condominiums, or
office buildings, thereby jeopardizing their future use as low- and r ,der-
ate-income housing (Achtenberg, forthcoming).

In recent years, the federal govemment'i primary low-income housing
effort has consistdd of providing direct rental subsidies to private landlords
and developers on behalf of eligible tenants. Under the Section 8 program,
participating private landlords agree to charge qualifying tenants "fair mar-
ket' rents, which are based on prevailing rent levels, as determined by HUD.
The government then makes up the difference between this market rent and
the terant's rent payments, currently set at 30 percent of monthly income.
As can be imagined, during times of rapidly rising rents this program is
highly inflationary, with the direct subsidy cost for a new unit of Section 8
housing estimated in 1982 at 54,000-55,500 per year (US. Department of
Housing anu Urban Development, 1982), and nearly twice that amount in
high-cost New York Cityfigures that doubtless are much higher today.

4. Neighborhood Programs

With regard to neighborhood impact, the federal role is well known.
Urban renewal enhant d opportunities for profit in the development of
prime inner-city real estate while fostering business and institutional expan-
sion. In the process, at least one million lower-income and minority hous--
holds were uprooted and their communities destroyed (Gana, 1982: 385-6). In
the 1960s, with the growing threat of social disorder in the cities, - Aright
'slum clearance' efforts were replaced with more muted attempts at ..,,using
rehabilitation and ultimately with the Great Society's neighborhood-oriented
Model Cities and Community Action programs.

Then, in the mid-1970s, as the problems cf the economy worsened and
the protests of the poor seemed to weaken, Community Development Block
Grants provided a vehicle through which funds for neighborhood programs
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could be drastically cut, in exchange for increased local political control
over resource allocation.

Currently in many cities, block grants provide little more than a limited
form of revenue sharing for traditional capital budget items or other pro-
grams whose benefits can be widely dispersed. While some localities have
used these funds for creative housing initiatives, the limited amount of the
allocation often finds neighborhood groups pitted against one another in a
losing battle over diminishing resources.

5. Housing Expenditures, Tax Subsidies, and Tax Reform

The overall pattern of federal housing and neighborhood subsidies in
the post-war period has been highly regressive, reinforcing the unequal dis-
tribution of income and wealth in our society.

On the one hand, direct federal budget outlays for housing and commu-
nity development, otalling about SI3 billion in 1987, have barely kept up
with inflation. When all low-income housing piograms are considered to-
gether, only some 4.5 million housing units currently receive some form of
direct subsidy. Only one in five eligible households currently are served by
the various federally-assisted housing programs for low- and moderate-in-
come households (Clay, 1987). Of the 4.5 million subsidized units, 3.4 million
are administered by HUD, with the remainder in rural areas administered
by the Department of Agriculture's Farmers Home Administration (FmHA).
The HUD-administered units include 1.2 'million units of public housing,
and about 1.3 million households receiving Section 8 payments.(Dolbeare,
1983: Table 2.6),

New budget authority for HUD's subsidized housing programs in recent
years has fallen, from 530.1 billion in FY 1981, to $10.7 billion in FY 1987
(U.S. Budget, 1987a: 5 -I21). It should be noted that the Reagan Administra-
tion's proposed FY 1987 budget originally called for no additional budget
authority.

Such massive cutbacks in direct housing subsidies notwithstanding, tax
subsidies for housing in the form of homeowner and tax deductions have
more than doubled since 1979, and by 1987 were approaching $65 billion
(U.S. Budget, 1987b: G-43).1° It is estimated that in recent years upwards of
60 percent of these tax benefits have gone to taxpayers in the top 10 per-
cent of the income range (Dolbeitre, 1983: 66).

These subsidies have also contributed substantially to high housing
costs, by fueling overconsumption and speculation. For homeowners, the at-
ductibility of mortgage interest and property taxes has encouraged the pur-
chase of more expensive housing than would otherwise be affordable (U.S.
Congressional Budget Office, 1981). For investors, the ability to depreciate
the purchase price of the structure over relatively short periods has encour-
aged the repeated resale of property as soon as the bulk of depreciation

1" Tax losses due to such deductions may be reduced somewhat by the 1986
Tax Reform Act, which lowered the top income tax bracket to 28 percent.
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benefits are exhausted. Especially since the Economic Recovery Tax Act
(ERTA) of 1981, federal tax policies actively promoted the speculative pur-
chase and resale of existing rental housing, by allowing the properties to be
substantially depreciated over the first five years.

Partially in response to the alarming growth of real estate tax expendi-
tures in the post-ERTA era, the Tax Reform Act of 1986 has explicitly at-
tempted to curtail available tax incentives for income-producing real estate
investment. In addition to significantly extending depreciation schedules,
the new law sharply reduces the value of existing tax shelters for rental
housing, by lowering marginal tax rates and severely restricting the ability
to oft "passive losses° generated by depreciation allowances." At least in
the sl. A run, most developers, builders, owners, and lenders who are heav-
ily involved in rental housing will likely be hard hit by these provisions. As
a whole, the rental housing industry can expect to suffer a decline in short-
run profitability, relative to past performance and to other sectors of the
economy that are less dependent on tax shelter incentives.

Homeowner tax advantages remain largely untouched by tax reform,
and in some respects the preferential tax treatment for this sector hay actu-
ally increased. For example, with the elimination of interest deductions for
most types of consumer loansincluding credit card financinghome refi-
nancing is now the only source of tax deductible credit available for cer-
tains types of consumer purchases.

In the long run, many developers and oweIrs will likely respond to tax
reform by raising rents to recoup their lost tax benefits. Some analysts pre-
dict by 1991 pressures for average rent increases of 20-24 percent over the
rate of inflation (Apgar et a! 1985: I). Where such increases cannot be
achieved or sustained, disinvestmentpotentially leading to foreclosure
and/or abandonmentis a more likely outcome, until profitability is re-
stored at lower market values.

Either way, the market will eventually adjust to the elimination of tax
shelters by establishing a new basis for economically-oriented housing activ-
ity by profit-motivated developers, owners, and investors. These adverse
consequences will likely more than offset any personal income savings to
tenants resulting from tax reform, especially for low- ind moderate-income
households.

E. Future Prospects

Today, federal policies affecting housing and neighborhoods are part of
an explicit government strategy to bolster corporate profits in a floundering
economy. The overall approach has been one of income redistribution di-
rectly to business through tax cuts and tax reform, deregulation, and other

liThese arc the provisions in effect as of the Tax Reform Act's initial adop
tion. It is expected that many of the Act's provisions will be modified as
their full effects are known and powerful interest groups seek to reshape
tax policy.
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measures, combined with reduced social spending to offset previous tax cuts
and pay for vastly increased military spending.

In support of this effort, all federal assistance for housing production
and even Federally- supported housing credit activities have been drastically
curtailed or eliminated. Limited demand-side subsidies are replacing exist-
ing production-oriented subsidies for assisted housing, assuring that the
publicly-aided stock will shrink as units are lost through deterioration, de-
molition, and private resale. For example, HUD plans to sell or demolish
100,000 public housing units over a five-year period (Bureau of National
Affairs, 1983), and is openly encouraging the conversion of privately-owned
subsidized projects to market-rate housing. Reduced federal involvement in
housing finance will further diminish housing's share of resources in the
economy as a whole. And Grammaudnaan-mandated budget cuts will have
further massive effects on other impr tant housing subsidies, such as public
housing modernization and operatic,, funds and Community Development
Block Grants.

These measures, coupled with the impact of continued high unemploy-
ment, portend a worming of the housing crisis, especially for the poor, but
increasingly for moderate- and middle-income households as well. While it is
tt.mpting to viev the current situation as a regressive departure from the
mainstream of post-war housing policy, our analysis suggest that the basic
functions served by govt-ment activities in the housing sphere have not
changed. Rather, the underlying balance of economic, social, and political
forces has shifted as the limits of post-war prosperity have been reached.

As long as the expanding economy provided room to increase living
standards while simultaneously sustaining business growth, improvement in
housing was possible. But as major U.S. corporations are Increasingly threat-
ened by foreign competition, Third World resistance to U.S. exploitation,
and (until very recently) uncontrolled inflation, business has demanded and
gotten a larger share of the economic pie. Housing coulc. cask./ targeted
for attackprecisely because of the wasteful way it has tm.en produced, fi-
nanced, and owned in our society.

Some segments of the housing industry will suffer az public and e-;vate
resources are teatlocated to bolster the profitability of more powerf,. cor-
porate interests. Others will continue to prosper, particularly those develop-
ers and investort who can shift their resources into luxury housing or down-
town office and commercial construction. But housing consumersespecially
lower-income and minority householdsare paying the real price, in the
form of reduced housing options, less security, and higher costs. Moreover,
the fundamental, problems of the US. economy which are the root of today's
housing crisis are likely to continue well beyond the Reagan Administration.
What is at stake politically is how the economy (including the housing sec-
tor) will be restructured in the long run to respond to these conditions, and
in whose interest the restructuring will occur.

Now that the political counter-attack on housing is in full force, there
is an opportunity to implement a program which can benefit low-, moderate-
, and middle-income tenants and homeowners. The growing elusiveness of
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homeownership for the vast majority of tenants and the decreasing ability
of low- and moderate-income homeowners to benefit from their housing as
an investment make tenure distinctions less important. At the same time,
increasing neighborhood problems create a basis for common action.
Moreover, the traditions! housing solutions of subsidies and tax incentives
for the rich, combined with federal credit manipulations, seem less and less
workable even to those who view them as desirable. Needed is a program
that can alter the terms of existing public debate on housing, that challengcs
the commodity nature of housing and its tole in our economic and social
system, and that demonstrates how people's . tgitimate housing needs can be
met through an alternative approach.
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Section II

The Program

A. Principles for a Just Housing Program

The Program begins with the assumption that every person is entitled to
adequate housing in a decent neighborhood at an affordable price. with secure
tenure. and meeting the special ho:oing needs of women. minorities, and others
traditionally disadvantaged in the housing market.

The market economy, through its profit-oriented provision and tenure
forms, has failed to provide such housing to those who need it most. We
therefore propose to develop an alternative sector of socially-provided, non-
market housing with protected occupancy, to meet the needs of the growing
nn tubers of households who are ill-served by the marketplace. Over time, the
role of profit in this sector will be eliminated, not only with respect to
oww7rship but also in the production and financing spheres. With increas-
ingly adequate resources devoted to it, this alternative system of housing
provision and tenure will become a viable opt;on for millions of Americans.

The Program is founded on the following general principles:12

1. Expand the amount of housing under social ownership.

By ''social ownership' we refer to housing that is operated solely for res-
ident and cnmmunity benefit, subject to resident control, and cannot be
mold for a profit.13 No one form of social ownership is to be favored over
another, :to long as the ownership arrangement is designed to further social
housing goals, rather than private profits.

Residents of socially-owned housing will pay rent according to true
ability to pay, and will have the right to permanent occupancy as long as
they comply with reasonable tenure obligations. Residents will also partici-
pate increasingly in the day-to-day decisions that affect the operation of
their housing, through non-profit management companies, mutual manage-
ment associations, direct tenant management, or other forms of social man-
agement encouraged by the Program.

The Program seeks to create and expand the stock of socially-owned
housing in a variety of ways. It establishes a comprehensive regu!atory sys-
tem to facilitate the conversion of private rental housing to social owner-
ship. It provides mechanisms tr !ncourage the voluntary transfer of private
homes to the social sector an to promote new forms of non-speculative
homeownership. It mandates the conservation, upgrading, and general en-
hancement of existing public and subsidivd units. Finally, it calls for the
production of significant amounts of new and substantially rehabilitated
units that will be owned by social entities.

12This section is partially adapted from Achtenberg and Marcuso (l983).
13For further discussion of social ownership, see section I.A.2
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2. Expand social production and increase social control over the hots:. . pro-
duction process.

The Program calls for a substantial increase in the rate of federally-
supported housing construction, to meet the needs of newly-formed house-
holds, replace lost or unrepairable units, reduce overcrowding, and facilitate
adequate mobility and housing choice. All of these units will be produced
for social ownership. Additions 11-, the existing housing stock will be up-
graded to increasingly adequate standards of safety, livability, space, and
energy-efficiency in conjunction with its conversion to social ownership.

Over time, non-profit and public housing develort.tent entities, worker-
controlled, non-profit and public construction companies, and non-profit
building materials suppliers will play a growing role in the housing pro-
duction process as their capacity is enhanced through federal funding and
technical assistance. As more aad more elements of the housing production
system are socially owned and controlled, the units created will be increas-
ingly responsive to resident needs and the production process will become
more cost-effective.

While we recognize that in the immediate future most aspects of social
housing production will continue to be performed by the private sector, the
Program calls for a production process that is increasingly subject to social
control, including control over location, design, development, construction,
and hiring decisions. Social housing produced by the private sector will be
required to conform to the standards of the Acts which follow, and to be
transferred to a social ownership entity Joon completion.

3. Expand direct public financing of housing production and ownership, thereby
reducing the dependence of housing on privately-controlled debt and equity
(...;ital.

Even with social ownership and production, as long as housing remains
dependent on private mortgage credit and tax shelter subsidies it will con-
tinue to be prohibitively expensive to millions of consumers and to the soci-
ety as a whole, and will remain in short supply. The Program therefore calls
for an alternative system of financing housing production and rehabilita-
tion through direct government spending, in much the same way that mili-
tary family housing is finahced. Direct capital grants will be provided for
the development of socially-owned housing, which will be permanently debt-
free, with o mortgages or bonds to repay.

As a growing portion of the existing housing stock is converted to social
ownership, the mortgage debt on these properties will be retired ov.r time
and permanently eliminated. In the short run, public control of private
housing finance capital will be increased through a series of measures de-
signed to steer these resources towards more productive, sok_ ally-oriented
investment.
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4. Control speculative private use and disposition of land.

Land is a scarce resource, acquiring much of its value by public action.
Land has a pervasive influence over community life. Control over i- 4 an
indispensable element in planning for society's needs. Its rising cost t. a sig-
nificant deterrent to housing development and sound community planning.
Under the Program, the amount of land under social control and. ownership
is to be signifi-antly expanded and existing public lands are to be pre-
served, through government and community land - ,ranking and land trusts.
Public control over private land will also be achieved through a variety of
regulatory, tax, and planning measures.

5. Increase resident control over housing and neighborhood decisions.

In order to assure that housing is located, designed, developed, con-
structed, and managed in a way that is responsive to resident needs, the
Program calls for the residents of lower-income and minority neighborhoods
to be increasingly involved in all aspects of decision-makina *sat affect
their living environments. It is especially necessary to incre.2e. :ach control
in those communities whose residents do not have access to wealth and
power, and whose ability to manage their own destinies is correspondingly
limited.

As more and more housing is produced, owned, and managed through
tnt social sector, resident control over a broad range of housing decisions
will become an integral fclture of the housing system. The Program also
calls for regulatory and other measures to make private housing devc%vers,
owners, and managers more accountable to residents and to increase the so-
cial benefit of their activities. At the same time, the Program requires that
resident decision-making must operate within a basic democratic and non-
exclusionary frame, ork, without denying access or opportunity to any
group or individual.

6. Eliminate the discriminatory, exclusionary, and oppressive uses of housing,
and affirmatively address the housing needs of special groups.

The Program milli for an end to the pervasive forms of discrimination
and exclusion that presently exist in the housing market, especially with re-
spect to racial minorities, women and handicapped. Addx,ionally, measures
will be taken to redress the special problems faced by oppressed groups and
to affirmatively aarlress their housing needs. For example, housing resources
will be targeted for the revitalization of existing minority communities,
while simultaneosly expanding the right of mobility for minority residents
by providing increased housing options in other neighborhoods of choice.
Resources will also be targeted to develop housing of appropriate size, type,
and design to free women from oppressive domestic condition.

7. Allocate housin; resources on an equitable basis, and provide adequate re-
sources to .met housing needs.

The Program calls for allocation of housing resources based on need,
with funds targeted on a priority basis for the benefit ,f households and
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communities that have been least adequately served by the private market.
In order to provide decent, affordable housing and viable neighborhoods,
the level of resources allocated to housing must be substantially increased. A
major shift in public spending prioritiesmost notably away from military
spendingwill be necessary to provide sufficient funding to meet the hous-
ing objectives of this Program. Revenues must be generated in a progressive
way, through elimination of inequitable tax loopholes and adoption of more
progressive tax measures. The alternative non-speculative approach to hous-
ing production, finance, ownership, and management, that we propose will
make it possible to utilize these increased resonic.4 with much greater cost-
eff ectiveness.
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B. Declaration of Resle.entlal Entitlement

The Progressive Housing Program for America takes as its point of de-
parture the goal originally established by the National Housing Act of 1949:
°A decent home and a suitable living environment for every American fam-
ily" Building on this commitment, it declares that housing which is decent,
saq, sanitary, affordable, compatible with resident needs and under demo-
cratic resident control is a universal national entitlement. It establishes that
attainment of the National Housing Goal is a priority of the highest order,
to which substantial public resources must be devoted. It provides that local,
state, and rederal governments have a responsiblity to use their powers to
meet the housing needs of all segments of the community.

C. Principal Program Components

In order to meet our national housing needs, alternative forms of hous-
ing provision and tenure must b.: implemented for increasing portions of the
housing stock. Such housing, which will be established or developed along-
side the existing private owner-occupied and rental sectors, will be socially-
owned and increasingly ,socially- produced and financed. Social housing is to
be created through a series of mechanisms which:

o actively promote the transfer of existing privately-owned rental
housing to the social sector,

o encouraje the voluntary conversion of private homes to social ...vn-
ership, and foster opportunities for homeownership without spec-
ulation;

o mandate the conservation, upgrading, and general enhancement of
existing public and Lubsielzed units; and

o roduce significant amounts of new and substantially rehabili-
tated housing for social ownership.

The Program requires localities to develop and implement Federally
Mandated Local Housing Programs for the creation of affordable, socially-
owned housing by utilizing a combination of these strategies. taking into
account specific local needs and market conditions. Federal funds ere pro-
vided for a variety of programs that can be designed at the local ievc1 to
accomplish these objectives, consistent with federal standards and national
housing goals. The Program also calls for a variety of tax and financing
measures which will enhance the growth ;F social sector housing.

1. Preserving Affordable Rental Housing: The National Tenant Protec-
tion and Private Rental Housing Conversion Act

The private rental housing stock must be upgraded and kept affordable
for the low- and moderate-income households who constitute the vast major-
ity of its residents. Additionally, tenants in privately-owned rental housing
must be protected from unreasonable rent increases, inadequate mainte-
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none., and arbitrary evictions. Adequate and responsive management must
also b. assured.

This Act accomplishes these objectives, in part through establishing
standards that limit the arbitrary control presently exerted Ly private
landlords and managers over the terms and conditions of residential tenancy
in the private market. In the long run, however, decent, affordable, and se-
cure living conditions for the majority of tenants can be assured only to the
extent the: privately-owned rental housing is converted to forms of non-
speculative social ownership. Accordingly, this Act sets forth a series of
mechanisms and procedures to facilitate the phased conversion of a signifi-
cant portion of the private rental housing stock to various forms of social
ownerkip. The Act further requires" localities to utilize these measures in
meeting certain Federally Mandated goals for provision of affordable social
housing, especially where social housing needs are best achieved through
conversion rather than new construction.

The Act therefor.; has two components;

a. Protect lug Tenants and Prager, lug Affordable Rental Housing

The Act estcblishes minimum federal standards for protecting tenants
and preserving the rental housing stock. These standards, which include amix of binding and localoptioa measures. are to be incorporated in the
Federally Mandated Local Housing Program through adoption of appropri-
ate ordinances and regulations.II Local eligibility for federal block, housing,
and urban development grants and similar federal funds will be contingent
on adoption of (and demonstrated compliance with) these measures.

(1) Use and Occupancy Protections

Some of the following measures are universally mandated, while others
are local-option measures that are mandatory only when it is letermined
that a local housing emergency exists, and optional otherwise. Such a deter-
mination will be based on designated housing conditions reflecting quality,
overcrowdiag, and affordability; unemployment rates; and other local condi-
tions whic't must be specified as part of the local housing program.

Anti-Dlscrimlnatiom AU localities will be required, by looll ordinance,
to insure residents maximum freedom of choice in the selection of housing.
Specifically, it will be unlawful to discriminate against as., person in the
sale or, lease of residential property on the basis of race, national origin, re-

14The details and mechanisms of how the federal government imposes
requirements on states and localities will hove to be crafted carefully. The
Supreme Court recently has upheld a very broad construction of Congress'
powers to attach conditions .o receipt of federal funds, and this is the
most likely avenue Isee South Dakota v. Elizabeth H. Dole, U.S. Law Week
6/23/87 (55 LW 4971).

Ig See Section 1LC.5 on Program implementation for a detailed discussion of
the Federally Mandated Local Housing Programs.
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ligion, sex, age, source of income, phys.cal disability, marital status, sexual
preference, family size, or presence of children.

Warranty of Habitat) lit All localities will be required to assure that
existing rental housing compiles with minimum standards of health, safety,
and livability. Over time, these standards will be upgraded to achieve ade-
quate levels of residential amenity with regard to energy-efficiency, space
utilization, security, and resident services such as child care.

Eviction Controls: All localities will be required to protect tenants from
eviction without ^. 'just cause,* such as non-payment of rent, willful destruc-
tion of property, and gross violation of community standards. In these cases,
tenants being evicted must be afforded due process guarantees. Evictions for
luxury rehabilitation, condominium conversion, and demolitions will also
be prohibited, except where a compelling pub'ic purpose is served; in such
cases, adequa:e relcation assistance must be provided. Other exceptions may
be established oci on local needs, subject to federal approval.

Rent Control: Local regulation of rents will be required whenever it is
determined that tt local housing emergency exists. Local rent control ordi-
nance.' Jill be required that meet minimal federal standards, including: a)
allowable rent adjustments limited to reasonable operating cost increases,
based on a fixed net operating income formula, and b) retention of controls
for all units subject to the ordinance regardless of changes in tenancy until
the emergency conditions that Wagered the ordinance are determined to be
Over.

Conversion Controls: Local regulation of conversions to condominiums
or non-residential use will also be triggered by the existence of a local hous-
ing emergency. Local ordinances will be required to contain a blanket
prohibition against conversions, with two exceptions: conversions to social
ownership, and conversions approved by at least three-quarters of the exist-
ing residents. In both cases, adequate notice provisions, relocation benefits,
and other safeguards will be required for tenants being displaced.

Demolition: Where a local housing emergency is determined to exist, lo-
calities will be required to prohibit all demolitions of rental housing except
those required for a compelling public purpose, and in such cases prior one-
for-one replacement of equivalent units and adequate tenant notice and
relocation benefits will be required.

(2) Management Standards

The Act establishes minimal federal standards governing management
performance, policy, and collective bargaining with tenants' organizations.
Localities will be required to enforse these standards.

Performance Standard Localities will be required to establish per-
formance standards for private rental housing management firms, and to
monitor compliance. Such standards will govern compliance with local
building codes, treatment of tenants, discriminatory rental practices, and
cooperation with tenant ananizations.
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Collective Bargaining: Localities will be required to establish collective
bargaining rights and procedures for democratically organized tenant asso-
ciations, based on federal minimum standards established by the Act. Pri-
vate housing owners and managers will be required to bargain with tenants
over performance standards and policy, including selection and removal of
the management agent.

Management Policy: Managemen. firms will be required to develop pro-
ject-specific management plans that comply with the policy objectives con-
tained in the locality's housing plan, e.g., with regard to collective bar-
grin' tt procedures, tenant selection and assignment, leasing and occupancy
terms, rent disputes, grievance procedures, and compliance with federal,
state, and local fair housing laws.

b. Converting Private Rental Housing to Social Ownership

The tenant protections outlined above will progressively reduce the
potential for speculation in the rental housing market. This will make rental
housing Ikus atractive as an investment to landlords, creating new op-
portunities for conversion of the private rental stock to social ownership.
Localities will be able to meet their social housing goals through a combina-
tion of conversion and new production programs;16 localities experiencing pop-
ulation decline will likely favor the former, while rapidly-growing places
will prefer the latter.

This Act provides that localities should establish targets, schedules, and
procedures for rental housing conversion in accordance with federal stan-
dards through their Federally Mandated Local Housing Programs. It estab-
lishes general guidelines for buyout price and disposition of rental proper-
ties, and sets forth a va7iety of conversion mechanisms that can be used to
achieve each locality's goals. Finally, it provides federal funding to facili-
tate local buy-out of private rental housing units and their phased conver-
sion to social ownership.

(1) Conversion Mechanisms

Substandard Housing: .n conjunction with progressively stringent
enforcement of local habitability standards, localities should utilize re-
ceivership and condemnation procedures to acquire substandard rental hous-
ing for social ownership. This approach might initially be limited to owners
who have the means to upgrade their properties but refuse to do so. Owners
who cannoi afford required repairs could be offered federally-funded reha-
bilitation grants, in exchange for strict regulation of rents, evictions, and
occupancy terms, and the ranting to an appropriate social entity an option
to buy at a designated future date. This option price would be limited to the
market value of the property at the time the grant is made, less the value of
the grant.

1-New productidn programs are described below in sub-section H.C.4, tile So-
cial Housing Production and Financing Act.
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Tax Title Properties: Localities should improve and expedite tax title
and foreclosure procedures for the purpose of bringing tax-delinquent rental
housing into social ownership. Social owners (including the tenants, if ap-
propriately constituted) would be granted a right to acquire title and pay
the back taxes, using federal conversion funds, with the price paid subject
to federal guidelines. The social owner would then assume the existing
mortgage.

Mortgage Foreclosure: Localities should establish procedures facilitating
lie acquisition of rental housing that is in the process of mortgage foreclo-
sure. Where the value of the property exceeds the amount of mortgage
delinquency, social owners (including the tenants, if appropriately consti-
tuted) would have a right to purchase the propertyproviding the cost did
not exceed federal guidelinesusing federal conversion funds to pay off the
mortgage delinquency and assume the o'ttstanding debt. Where the amount
of debt owed exceeds the property value, the foreclosure must proceed with
an agreement by the lender to offer a right of first refusal upon resale to a
social entity.

Voluntary Sale: Localities should establish a right of first refusal to
purchase any rental property that is offered for sale and can be purchased
for ir price not exceeding federal guidelines. The right to purchase should
also be made available to existing tenants, in order to promote opportunities
for non-speculative collective resident ownership (see Secticn II.C.2 below).

Eminent Domain: Localities should utilize eminent domain prozedings to
acquire rental properties at fair market value for the purpose of preserving
decent, affordable housing. Ample legal precedent exists for the use .of this
technique, most notably in the federal urban renewal program.

(2) Policies Governing Burial and Disposition of the Rental Hous-
ing Stock

In developing their rental housing conversion programs, localities should
give priority to properties that are occupied predominantly by low- and
moderate - income households. They should also establish acquisition policies
regarding private rental housing, in accordance with federal standards. For
examp's, formulas for determining the maximum buyout price that can be
paid for different types of units in diverse locations will be subject to fed-
eral puidelinez that guard against the purchase of excessively costly units.
Wkh the implementation of the Program, market values will decline, as the
effects of tax sheltering, speculation, and scarcity conditions are reduced
and eventually eliminated. Polities must also be developed that provide a
legal definition of social ownership, and that spell out procedures for
determining the proportion cs: tenants required for first-option tenant pur-
chases, while offering adequate protection to tenants who choose not to buy
into the conversion.

When localities acquire rental property through condemnation, fore-
closure, or other proceedings, they will have the option of retaining and
managing the properties themselves (for example, through a local housing
authority), or transferring them to another social owner. When the latter op-
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tion is exercised, the transfer will include federally-funded rehabilitation
grants, operating subsidies, and technical assistance, as needed. In either
case, the property must remain under permanent social ownership, with
speculative resale prohibited.

2. Promoting Affordable HomterAership: The National Homeowner Pro-
tection Actu

The attractions of homeownership are undeniable. Nearly everyone de-
sires the security of tenure and control tn. one's living space which
homeownership offers, along with the possibili of relatively stable housing
costs, some equity accumulation, income tax benefits, and a sense of full
community membership and social status which homeownership may pro-
vide.

Yet conventional homeownership is not without problems, especially for
low- and moderate-income people. High acquisition costs and interest rates
have made it virtually impossible for many middle-income households to
buy their first homes. The risks of mortgage and tax foreclosure undermine
till: this tenure form seems to offer. The popular homeowner tax
benefits arts highly regressive, flowing almost entirely to homeowners with
incomes of over $30,000. And the present system encourages homeowners to
place the enhancement of property values above the preservation of com-
munity, contributing to fear and resentment of those personsusually of
lower socioeconomic statuswht are perceived as potentially threatening
this objective. Finally, the present system encourages homeowners to ride
the wave of speculative increases in property values, reaping profits that,
conversely, deprive others in the community of the possibility of homeown-
ership.

The Act seeks to address these problems by offering and progressively
implementing an alternative tenure form which facilitates the positive as-
pects of conventional homeownership and eliminates the negative ones. To-
ward this end, localities will be required to develop programs that simulta-
neously protect existing low- and moderate-income homeowners and expand
opportunities for affordable homeownership, without speculation, by low-
and moderate-income households. By encouraging voluntary transfer of pri-
vate homes to the social sector in exchange for enhanced affordability, im-
proved maintenance, and security of tenure, a new form of protected occu-
pancy will be created for existing homeowners that will also bank a portion
of the owner-occupied housing stork for permanent non-speculative use.
Where tenants wish to own their units, localities will also be encouraged to
facilitate the conversion of rental housing acquired from private landlords
to forms of individual and collective non-speculative resident ownership.

Federal funds will be provided to facilitate implementation of local
homeowner protection and conversion programs as part of the locality's
Federally Mandated Local Housing Program. Over time, as progressive im-
plementation of our o. ill program reduces the speculative value of con-
ventional homeownership, the economic and social benefits of this alt,tr-

17Portions of this section are excerpted from or based on Stone (1985).
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native tenure form are expected have broad appeal for an increasing num-
ber of low- and moderate-income homeowners.

a. Protecting Existing Homeowners and Converting Private Homes

The Act will require localities to establish s. variety of homeowner pro-
tection and conversion programs for which federal funds will be made
available.

(1) Foreclosure Protection

Low- and moderate-income homeowners who face toe loss of their
homes through inability to make tax o; mortgage payments will be offered
financial assistance, in return for an agreement to transfer title to a local
housing agency or other social entity following occupancy by the owner or
owner's immediate heirs. In effect, the social owner will pay off the delin-
quencies and assume and eventually retire the outstanding irortgaae debt,
provided that the value of the house is greater than the sum of these pay-
ments. In this event, the homeowner might also receive a nominal amount of
cash as equity compensation when he or she dies or moves out of the unit.
If the delinquencies and debts exceed the property's market value, the social
owner will off...- to pay off the delinquencies and retire the debt up to
market value.

In exchange for deeding their homes to a social entity, participating
homeowners and their Immediate heirs would be entitled to remain in
occupancy on a permanent basis, provided their residency obligations were
met. They would also be eligible for the universal subsidy to meet monthly
operating expenses, determined on the basis of the "ability-to-pay" formula
descrioed below (sub-iection II.C.3). Owners whose financial circumstances
imprpve (or who change their mind) would have the option of buying back
the unit from the social entity within a reasonable stipulated time (say 1.2
years), for a price equal to the latter's position in the property.

(2) Home Improvement Assistance

Low- and moderate-income homeowners faced with major capital re-
pairs that they cannot afford to make will be offered direct rehabilitation
grants, in exchange for an agreement to deed their properties to a social
owner upon termination of occupancy. Many localities currently provide:
long -term rehabilitation loans and grants, while allowing the benefits of this
public investment to accrue entirely to private individuals. As with the
foreclosure protection program, the ht.steowner and his or her heirs would
be entitled to remain in occupancy or a permanent basis, provided that
their residency obligations were met. W. en the unit is vacated, the value of
the grant would be deducted :rom the homeowner's equity compensation,
enabling the property to be purchased by the social sector at a below-market
price.
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(3) Equity Conversion

Elderly and other lower-income ho.neowners who can't afford their
housing will have the option of similarly deeding their homes to a social
owner, in exchange for life tenure plus a lifetime annuity. Federal conver-
sion funds would be used to purchase the annuity for the homeowner. This
program is similar to 'reverse equity mortgage programs now offered by
private lenders, except that the benefit does not accrue to the private sector,
and the benefits to the homeowner would be life-long, rather than fora set
number of years. The amount of the annuity would renct the homeowner's
equity in the property, as determined by the localiiy. The L'gmeowner would
draw down a fixed amount of cash each month, with the balance of the an-
nuity recoverable if he or she vacates the unit. When the home is trans-
ferred to the social owner, the value of the annuity would then be deducted
from the purchase price. The cost of any maintenance services and/or addi-
tional operating subsidies would also be an offset against the acquisition
price.

(4) Conventional Sale

As opportunities for the spe:ulative resale of private homes diminish,
localities will be encouraged by the Act to utilize federal conversion funds
to purchase any property offered for sale by a low- or moderate-income
homeowner, not just those facing foreclosure or in need of monthly cash or
rehabilitation assistance. A standing offer could be made to purchase such
properties for a reasonable price, in exchange for permanent homeowner se-
curity of tenure and affordability.

b. Buyout Policies

As with the rental housing conversion program, localities will be re-
quired to establish policies governing the acquisition of private homes, in
accordance with federal standards. Buyout formulas will reflect the progres-
sive elimination of speculative forces from the homeownership market. In
addition, they will take into account the enhanced affordability, increased
security of tenure, and improved living conditions that participating home-
owners will enjoy as a result of the voluntary conversion programs. In ex-
change for these benefits, nomeowners may be willing to accept limited
equity compensation, e.g., based on the original value (rather than current
market value) of their cash investment, adjusted for inflation. This should
reduce the cost of transferring owner-occupied homes to the social sector.

c. Expanding Homeownership Opportunities

In conjunction with their Federally Mandated Local Housing Programs,
localities will be required to increase opportunities for low- and moderate-
income tenants to own their homes, individually or collectively, on a pro-
tected and non - speculative basis. Federal funds will be provided for expan-
sion of resident ownership on the following basis:
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(1) Owner- Occupied Homes

Owner-occupied homes acquired t, the locality or another social entity
throuh the variety of mechanisms described above, that are eventually va-
cated-by their owners, will transferred on a priority basis tc new iow- and
moderate-income purchasers for non-speculative resident ownership. The
new residents will be able to purchase their unit at a negligible price, with
restricted resale provisions allowing for limited-equity appreciation. Reha-
bilitation grants and operating subsidies will be provided as needed to en-
hance viability and affordability (see II.C.4).

(2) Rextal Housing

Tenants living in private rental housing that has been acquired by the
social sector will have a right to purchase their units individually or collec-
tively (as appropriate), on the same terms described above. This right will be
extended to tenants living in privately-owned rental housing that is offered
for sale (see C.1 above). In addition to rehabilitation grants and operating
assistance, equity grants will t available to facilitate tenant buyout of pri-
vately-owned units, with resale restrictions to limit future equity ap-
preciation. Localities will also be required to pro ,de funds for technical as-
sistance in order to assist tenants in the conversion process.

3. Protecting Government-Assisted Housing: The Subsidised Housing
Preservation Act

The existing stock of federally-subsidized housing includes public hous-
ing as well as private and non-profit housing constructed with federal sub-
sidies. This inventory of some 3.4 million units, which represents a multi-
billion, dollar capital investment backed by the federal government, is a na-
tional resource which, once lost, would be far more costly to replace. Cur-
rently,' many tenants in subsidized housing are forced to pay considerably
more glen they can afford, live in substandard units, are subject to arbi-
trary management practices, and have limited security of tenure. Further, a
large and increasing number of units are in danger of being lost from the
subsidiFed inventory through demolition, private resale, and conversion to
market -rate housing (especially as their bonds or subsidy contrabts expire or
their mortgages become ripe for prepayment).

To' address these problems, the Act seeks to improve tne affordability
and livability of the subsidized housing stock, assure security at ,enure, and
increase resident control for existing and future low- and moderate-income
tenants. At the same time, the Act provides mechanisms to assure the per-
manent retention of existing subsidized units, enhance existing public-and
non-prqfit ownership, and facilitate conversion of privately-owned subsi-
dized units to forms of non-speculative., social ownership.

a. Protecting Tenants and Improving Existing Subsidized Housing

Existing subsidized units will be made increasingly affordable and liv-
able, with enhanced security of tenure and resident control for lc-- and
moderate-income residents, through the following mechanisms:
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(1) Affordability

Public Housing: Rents charged to tenants in public housing will be ad-
justed to more accurately reflect each household's ability to pay. Unlike the
arbitrary 30 percent rent/income ratio that is currently utilized, the new
subsidy formula will recognize that what a family can afford to pay for
housing will vary with the extent of its essential non-shelter expenditures
(e.g., for food, clothing, and medical care) as well as with the aggra3ate
amount of its disposable income. Allowable deductions for basic non - shelter
expenditures will initially be estimated at $1,200 per dependent plus
extraordinary medical expenses and childcare, moving towards a formula
that reflects family budget needs at increasing levels of adequacy.is The
level of subsidy will eventually be based on progressive implementation of a
variable affordability standard based on household size and essential non-
shelter expenditures. Operating subsidies will be adjusted to make up the
difference between the new tenant rent shares and the cost of operating the
housing.

Other Federally - Subsidized Housing: Rents in federally-assisted projects
owned by qualified non-profit sponsors, which are generally filed by unit
size, will also be converted to the "income -based formula described above.
Non-profit projects with defaulted mortgages held by the government will
receive a permanent mortgage writedown plus operating subsidies as needed,
thereby providing a level of affordability equivalent to public housing.
Other privately-owned subsidized projects will be eligible for rent
adjustments, operating subsidies, and mortgage writedowns only if they
agree to convert to social ownership (see below).

(2) Livability

Local housing codes and federal regulatory provisions governing the
habitability of public and other subsidized housing will be strictly enforced
to bring substandard units into compliance. The existing minimal standards
will be upgraded over time, and the owners of public and other subsidized
housing will be required to renovate their projects to achieve adequate lev-
els of residential amenity with regard to unit layout, apartment configura-
tion, site and building design; operating efficiency, and resident security.
Facilities and programs for residential services such as day care and elder
care will also be requited, as appropriate. Direct federal grants (similar to
the current public housing modernization and flexible subsidy programs),
along with the ongoing operating subsidies, will be provided to public and
non-profit owners and to other private owners who agree to convert to so-
cial ownership within a specified time frame. Private owners who fail to
comply with maintenance, repair, and rehabilitation obligations will face
regulatory default and foreclosure (see below).

"Under the initial formula, a four-person family with an incor.e of $20,000
and no unusual childcare or medical expenses would pay approximately
23% of income in rent, while a similar family with half that income would
pay only 16 percent. See subsection ILC.4 below for further discussion.
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(3) Security of Tenure

Lease and gri,evance protections for tenants in subsidized housing will
be strengthened to enhance their rights. Grounds for eviction, which
presently are more limited than for private housing tenants, will be further
restricted w voluntary non-payment, willful destruction of property, and
gross violation of community standards. Where it is believed such violations
have occurred, residents will be protected by due process, under procedures
secured by federal statute. Eviction will not be permitted- because of any
temporary inability to pay rent that results from involuntary loss of income.

(4) Resident Control

The rights of subsidized housing tenants to participate 'n management
decisions are presently limited to a few areas, such as nme enization and
capital improvements planning, development of lease and gr..vance proce-
dures, and (in non-public subsidized housing) rent increases. The Act will
require meaningful tenant participation through collective bargaining in all
areas of management policy, including the terms and conditions of tenancy,
physical and financial management, and the delivery of housing services.
The hiring and firing of management will also be subject to resident control
through collective bargaining. Funding will be provided to local tenant
councils to facilitate their collective bargaining role.

(5) Managemea:
...

Management plans for public and other subsidized housing will be
required to conform to the policy requirements set forth in the locality's
Federally Mandated Local Housing Program, which will reflect minimum
federal standards. Managers of subsidized housing will also be required to
meet local licensing and certification requirements. The Act will provide
funds to encourage the development of alternative forms of management for
social housing, including community-based management corporations, mutual
management associations, and tenant self-management. Joint venture
arrangements between private management companies and residents or
community-based housing sponsors will also be facilitated. The Act will
require owners of subsidized housing to contract with non-profit social
management entities on a priority preference basis wherever possible?

b. Preserving Subsidized Housing for Lower - Income Families and
Expanding Social Ownership

Retention of existing subsidized housing as a permanent resource for
lower-income families will be accomplished through a number of mecha-
nisms that wil! encourage the conversion of such housing to soc.al forms of
ownership*,

1°For a more detailed discussion, see National Housing Law Project (1981).
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(1) Use Restric" es

Admission to public and other subsidized housing will be restricted to

low- and moderate-income households (or until such time as the size of the
social housing sector is adequate to accommodate families with less pres3ing

housing needs). Exiting tenants who become over-income will be permitted

to stay in their units and pay a higher rent, determined on the basis of the

ability-to-pay formula.

(2) Removal of Units

Removal of units from the subsidized housing inventory through
demolition, conversion to non-housing use, or conversion to market-rate
housing will be prohibited, except that physical removal of units from the
housing stock may be permitted when necessary for a compelling public

purpose. In such cases, prior one-for-one replacement with equivalent hous-

ing and,adequate relocation benefits will be required.

When a unit temporarily added to the social housing stock through a
subsidy certificate (such as Section 8) is lost because the owner fails to re-
new the lease or subsidy contract, the owner similarly will be required to

provide adequate relocation benefits. The tenant holding the certificate will

be offered an equivalent unit in the social sector on a priority basis.

(3) Conversion to Private Ownership

Conversion of existing public and other non-profit subsidized units to
private ownership will be prohibited. Ownership transfer to or within the
social sector (e.g., from public to non-profit or cooperative ownership) will

be permitted so long as the current residents are not adversely impacted.

(4) Conversion from Privately-Owned Subsidized Housing to Social
Ownership

. Conversion of the privately-owned subsidized housing stock will be fa-
cilitated through a combination of subsidy incentives and regulatory en-

forcement

Subsidy Incentivem The various types of goverment essistnace (mort-
gage writedowns, rehabilitation grants, and opera.ing subsidies) that will
automatically be provided to non-profit owners of assisted housing will also
be made available to private owners in good standing who agree to deed
their properties to existing tenants or to another social owner within a spec-

ified tine period. The maximum buyout price for these properties will be
limited by federal standards governing compensation to private owners.

Regulatory Enforcement: To facilitate this program, debt collection and
regulatory requirements for subsidized non-public housing will be strictly
enforced. Private owners who default on their mortgages or who fail to
comply with standards for property maintenance, management services, and
tenant involvement will face foreclosure, unless they agree to deed their
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properties to a social entity. Foreclosed properties will be resold by HUD to
their tenants or to another social owner.

Tenant Ownership: Assisted housing tenants will have a right of refusal
to purchase their projects from existing private owners whenever those pro-
jects may be offered for sale, subject to federal standards governing maxi-
mum buyout prices. Tenants will have the same right with respect to hous-
ing acquired by the government through foreclosure. The purchase right
will be transferred to another social entity if not exercised by existing ten-
ants. Direct grants for rehabilitation and technical assistance, as well as
equity grants and necessary operating subsidies, will be provided to
facilitate acquisition of subsidized projects by tenants and other social enti-
ties, in exchange for permanent resale restrictions.

4. Producing ana Maintaining Affordable Housing: The Social Housing
Production and Financing Act

This Act sets national goals and provides federal assistance for the pro-
duction and rehabilitation of affordable housing that will be exclusively
owned by the social sector and financed by direct government grants. It also
provides the funding for converting existing privately-owned units to locial
ownership.

The Act stipulates that the process by which new and rehabilitated
housing is developed will be subject to public and community control, with
production increasingly steered towards non-profit and public developers. It
further provides that production of new social housing will be financed
exclusively by means of direct federal capital grants. These grants will be
supplemented by a system of universal operating subsidies to bridge the gap
between what tenants in the social sector can afford to pay and the ongoing
cost of operating the housing. These funds will also be used to facilitate the
acquisition, upgrading, and operation of existing homes and rental units
converted from private to social ownership.

The social housing production and financing system established by the
Act will create a reliable, predictable stream of funding for the production
and maintenance of permanently affordable, resident-controlled housing. It
will be considerably more cost - effective than the present system of direct
and indirect capital subsidieswhich primarily benefit wealthy investors
and rental subsidies, which underwrite speculative profits in the private
market.

The Act will require localities to utilize the following programs in
meeting their Federally Mandated Local Housing Programs, especially where
there is a shortage of existing affordable units. These new units will be
added to the growing stream of acquisitions from the private housing stock
to establish a vital, substantial social housing sector.

43.

9



951

a. Producing Housing for Social Ownership

Localities will comply with the following requirements in order to facil-
itate new construction and rehabilitation for social ownership:

(1) Planning for Social Production

In conjunction with their Federally Mandated Local Housing Programs,
localities will be required to formulate goals and plans for the production
and rehabilitation of housing for social ownership. The goals will be based
on a comprehensive needs assessment, taking into account the quality and
affordability of the existing stock and its potential for conversion to social
ownership as well as the housing needs of existing and future residents
(including the special needs of oppressed groups least well-served by the
private market). Each locality will be obligated to provide its fair share of
affordable, socially-owned housing, through whatever combination of con-
version and production is appropriate to the local situation. Production and
rehabilitation goals will be reassessed periodically, taking into account ac-
tual perfoimance.

(2) Social Control of Land

Localities will be required to increase the amount of land under social
ownership for future production of social housing. Land-use plans and zon-
ing will be required to facilitate inclusionary housing development, along
with tax measures to discourage speculation. Federal funds will be provided
to encourage public and other forms of community land-banking of sites for
social housing development. Public and community land that is so held will
be permanently retained in the social sector.

(3) Social Control Over Housing Development

While most aspects of housing production under the Act will continue to
be performed by the private sector, the housing development process will be
increasingly subject to public and community control. Development pro-
posals will be solicited by the local planning or housing authority, based on
detailed program, design, and construction specifications. Design and con-
struction requirements will reflect increasing standards of residertiel
amenity established by the Act, e.g., with respect to site and building con-
figuration, apartment size and layout, provision of community facilitias,
aid building materials. Plans for the provision of management and resident
services will also be evaluated on the basis of applicable requirements. Local
residents will be significantly involved in dcvclopment planning and in
monitoring project implementation. Developers will be required to comply
with Federally Mandated affirmative hiring and job-training standards.

(4) Social Production

In the long run, the Act will encourage an increasing portion of social
housing production to be carried out by public and non-profit developers.
Federal funds will be targeted to social developers on a priority basis, along
with technical assistance to help increase their development capacity. All
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federally-assisted developers of social housing will be required to give prior-
ity to public, non-profit, or cooperatively-owned materials suppliers, con-
struction companies, and management firms. Technical assistance funds will
be provided to such groups to increase their skills and capacity.

b. Financing Housing for Social Ownership

Two principal types of federal funding will be available to localities to
promote the production, rehabilitation, conversion, an use of housing for
social ownership:

(1) Capital Grants

Localities will be required to utilize federal funds to provide direct
capital grants for the development and conversion of housing for social
ownership. The grants will cover all capital costs, including site and build-
ing acquisition, construction and rehabilitation, and technical assistance.
Funding will be limited to social sector housing, or to private owners who
agree to deed their property to the social sector under other provisions of
this Program. This financing method will significantly reduce the occupancy
cost of the unit by removing the substantial capital cost component, partic-
ularly the interest costs of financing, as well as ordinary operating and re-
sale profits.

The impediments to direct capital financing are largely ideological and
political rather than economic. Ample precedent exists for direct capital
grant financing of housing in our society, including a substantial portion of
the 450,000 units of family housing built by the armed forces for military
personnel and their families. Construction, modernization, and maintenance
of these units has been funded largely through direct Congressional appro-
priations to the Defense Department budget. Another example is FmHAs
Section 514/516 program, which has been successful in producing low-cost
rural housing. More recently, federal Housing Development Grants
(HODAG's) and Rental Rehabilitation Grants have been utilized to write
down the cost of mixed-income housing. Of course, since these limited pro-
grams (now being phased out) were not restricted to socially-owned housing,
they also served to promote the inefficiencies of the marketplace.

(2) Operating Stab:Idles

Localities will also be required to utilize -federal funds to provide oper-
ating subsidies on behalf of households in the social sector who cannot af-
ford the full cost of housing management and operations. Operating sub-
sidies will also be made available to private homeowners and tenants whose
properties are in transition to social ownership (see Sections C.1-3 above). As
previously discussed, the level of subsidy will reflect progressive imple-
mentation of a variable affordability standard based on the income that
households of different composition and size have available for housing af-
ter meeting their essential non-shelter needs. Allowable deductions for basic
non-shelter expenditures will initially be estimated at 51,200 per dependent,
plus extraordinary medical expenses and child care. Over time, the subsidy
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will be tied to a formula that in fact reflects family budget needs at in-
creasing levels of adequacy.

The system of universal operating subsidies established by the Act will
significantly enhance affordability while increasing the attractiveness of
the social sector. Operating subsidies targeted to housing that is owned and
increasingly financed and produced by the social sector will also be consid-
erably more cost-effective than the existing marketccriented subsidy ap-
proach.
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5. The National Housing Program Implementation Act: Federally Man-
dated Local Housing Programs

Most of the measures discussed in previous sections of this Program are
implemented at the local level. The role of the federal government is
twofold: first, to establish general guidelines and minimal requirements
which assure that the housing needs of low- and moderate-income people
will be met; and second, to provide the financial and technical resources for
localities to meet those needs. In other words, administration of the various
program elements is to be as decentralized as possible. This will si-
multaneously avoid federal bureaucratization and maximize resident partic-
ipation and control.

Local compliance with the federal housing law is a threshold require-
ment for receiving federal funds. Yet the law will operate through existing
state and local planning or housing departments, utilizing the existing police
powers through vihich state and local governments are able to regulate the
private sector, or under state enabling acts (where local powers are re-
stricted). As a consequence, each locality will exercise a great deal of con-
trol over the housing plan's design and implementation, although the,overall
plan parameters are established and monitored federally.

The principal provisions of this Act establish that:

o It is a state and local duty to evaluate, plan for, and adopt a
program that responds to the needs of all households, includ-
ing a regional fair share of lower-income and minority fami-
lies,

o Federal funds for housing, highway and sewer construction,
economic development, Urban Development Action Grants
(UDAGs), Community Development Block Grants (CDBGs),
and other federal programs which directly and indirectly im-
pact housing are restricted to states and localities that are
affirmatively satisfying their housing responsibilities;

o Local governments shall adopt complying local housing plans,
utilizing all their powers and available resources to carry out
the programs in those plans;

o States shall adopt statutes which incorporate the provisioL set
forth below, designating an agency (presumably an existing

o HUD shall be the secondary enforcement body, with authority to

one with housing or planning responsibilities) with primary
enforcement responsibilities for ensuring that Localities comply
with the Act; and,

certify the adequacy of state statutes and state compliance,
and with additional authority to block or delay grants from
federal agencies to non-complying states.
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The specific provisions of the Act are set forth below.

a. Legislative Findings and Intent

The Act declares that it is the intent of Congress to:

o Assure that states recognize their responsibilities in helping to
meet national housing needs.

o Assure that states implement housing plans which further the
attainment of natiunal housing goals.

o Recognize that each locality is best capable of determining
specific actions required of it, provided that local determina-
tions of appropriate actions are compatible with national
housing goals and stateand regional housing needs.

o Establish that it is the responsibility of localities to develop
and implement a housing plan which represents a maximum
effort to meet the housing needs of its low- and moderate-
income and minority residents.

b. Federal Role

The Act establishes a federal rcaNnsibility to:

o Certify that the state planning law satisfies the intent and re-
quirements of this Act. HUD shall be designated the se-
condary enforcement body (the state housing atithority shall
have primary enforcement responsibilities) with responsibility
for the above certification as well as establishing state com-
pliance through examining a sample of local housing plans.

o Fund the various provisions of this Act at an adequate level.

o Enact legislation allowing HUD to (1) withhold federal funds
from non-complying sta'.ut -,:r localities (i.e., states in which
localities containing at least SO percent of the state population
are in non-compliance); and (2) bypass such states if neces-
sary, allocating funds directly to localities with adequate
housing plans located within states that fail to enact or im-
plement an adequate state housing plan law.
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c. State Role

The Act establishes minimum state responsibilities to:

o Adopt a state statute in compliance with the overall provisions
of this Act, with which localities must comply, and enabling
legislation if necessary.

o Designate a state agency to carry out the various duties of the
state statute, in particular monitoring and reviewing local
adoption of an adequate housing plan, and local implementa-
tion of the housing programs set forth in the plan.

o Provide for primary enforcement responsibilities.

o Pass through federal funds only to localities which are in com-
pliance.

o Establish a state, county, or regional housing authority to carry
out housing activities in localities which are too small,
inexperienced, or otherwise unable or unwilling to carry out
the plans themselves. If a locality refuses to enact or comply
with an adequate plan, local non-profits could receive funds
directly from the state housing authority, for purposes of un-
dertaking appropriate housing and infrastructure activities.

o Provide that if a court, the state, or HUD finds a housing plan
inadequate, instead of halting development altogether, social
housing permits, social housing conversion programs, and re-
lated infrastructure would be approved in order to further the
housing goals of this program.

o Empower regional entities such as Councils of Governments
(COGs) to determiu: each locality's fair share of regional
housing needs, in recognition of the fact that housing markets
transcend local boundaries. The state housing authority is re-
sponsible for approving the local fair share estimates, as part
of the state housing program.

d. Local Role

The locality's housing plan must make adequate provision for the ex-
isting and projected needs of all nic and racial segments of the com-
munity, and provide for adequate sites for new construction. The Act re-
quires that each local government not only assess its own needs and adopt
broad goals and policies consistent with those needs, but also include in its
housing plan an action plan for meeting those needs. The local housing plan
must provide for the production and rehabilitation of socially-owned hous-
ing, conversion from private to social ownership, and the regulation of pri-
vate rental housing. Once an adequate plan is adopted, the locality is obli-
gated to make a maximum effort to implement it.
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The local housing plan is required to contain the following:

Needs Assessment Each plan must contain an assessment of the housing
needs of all income levels of the community, as well as the locality's share
of regional housing needs. This assessment is to contain an analysis of hous-
ing characteristics, including:

o Overcrowding, deterioration, and undromintenance;

o An inventory of land suitable for residential development;

o An inventory of privately-owned units suitable for conversion
to social ownership;

o An analysis of governmental constraints imposed on the main-
tenance, improvement, or development of housing, including
land use controls, displacement, building codes, fees and exac-
tions, redevelopment projects, rehabilitation and preservation
programs, and so forth;

o An analysis of the impacts of public sector redevelopment ac-
tivities, private sector development, and gentrification;

o An analysis of racial impacts and discriminatory workings of
the housing market;

o An analysis of special housing needs, such as those of the dis-
abled, single parents, large families, farmworkers, the elderly,
and low-income households generally; and

o A determination of whether a housing emergency exists pur-
suant to federal guidelines.

Goals, Objectives, and Policies: Once a locality has assessed its housing
needs, it shall include within its housing plan: a statement of the com-
munity's goals; quantified objectives; and policies relative to the main-
tenance, preservation, conversion to social ownership, and development of
social housing which satisfies those goals and objectives.

Housing Program: The local housing plan must contain a rolling four-
year schedule of actions which will enable the local government to achieve
its housing goals and objectives. This action plan will rely on the locality's
land use and development control powers, regulatory concessions and incen-
tives, and the use of federal, state, and local financing.

The local program must:

o Facilitate and undertake the development of adequate socially-
owned housing for low- and moderate-income households, tin-
der the other provisions of this Program;
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o Include the local tena..c protection and private management
standards mend by the National Tenant Protection and
Private Rental Housing Conversion Act;

o Specify social housing conversion mechanisms to be used in
conjunction with specific targets and timetables;

o Provide adequate sites, with appropriate zoning and develop-
ment standard; to develop a variety of housing for different
groups;

o Assure that housing supply keeps pace with demand;

o Miniu ize governmental constraints to maintenance, rehabilita-
tion, and development of housing, including a revim of sc-h
constraints as minimum lot sizes, design controls, parking re-
quirements, secondary unit restrictions, exclusions against
manufactured housing, and open space requirements;

o Mitigate the negative effects of any public or private develop-
ment activities on existing communities or :he natural envi-
ronment;

o Regulate private rental housing, under the provisions of this
Program; and,

o Obtain signficant and widespread public input in the prepara-
tion and implementation of the housing plan and any amend-
ments thereto.

Revision of Housing Program: The local government must establish a set
of performance indicators for evaluating fulfillment of its housing plan, re-
vising it annually as necessary.

Individual Standing: Individuals and groups are granted standing to
challenge, in state or federal court. the adequacy of the local housing plan
or implementation of the plan, and to demand that HUD examine the plan
prior to approval or disbursement of federks funds. In any lawsuit or ad-
ministrative hearing under this provision, the locality will bear the burden
of demonstrating the adequacy of its plan and of implementation of the
plan, and federal or state courts will have the authority equivalent to that
of HUD to block or delay grants to non-complying states or localities.
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6. First Year Program Costs

Table I summarizes several possible first-year options for implementing
the proposed Program. We have estimated per-unit costs for the major com-
ponents of the Program, and have then suggested a possible mix of these
components which would be feasible for each of several different levels of
total program cost.

The medium cost option summarized in the Table was chosen to corre-
spond to the level of federal tax expenditures for housing, which is about
$50 billion in FY 1986 (Dolbeare, 1986: 267).

The lower cast option is about one-half the medium option, and repre-
sents a minimum reasonable level for beginning to implement all of the
Program's major components.

, The higher cost option reflects the cost of a substantially greater com-
mitment to new construction and rehabilitation, which of course have much
higher per-unit costs than the other elements of the Program; it represents a
production level which is about the most that probably could be achieved
administratively and physically in the first year. Certainly, though, the ca-
pacity for social production would increase in subsequent years as the Pro-
gram gets implemented.

The Program recognizes that the availability of resources for implemen-
tation depends ultimately on federal spending priorities and tax policy.
There is no shortage of resources for housing or any other social objective
our medium coat option would cost only 5 percent of the FY 1987 federal
budget and only 2 little over 1 percent of GNP. There has, however, been a
shortage of affordable private resources and appropriate public resources
due to sever.1 factors: first, the reliance on credit for funding housing; sec-
ond, the dominance of speculative over productive investment; and third,
the misallocation of public resources, in terms of both revenue-raising and
public spending.

The Program addresses primarily the first and second of the resource
problems. It recognizes, though, that no adequate housing program is possi-
ble without substantial tax reformincluding both much greater equity and
increased revenues to close the deficitand a major shift in national spend-
ing priorities and commitments away from the military. Even our higher
cost option amounts .o only about one-quarter of the military budget.

In addition, it should be noted that while the Program provides direct
capital grants for new construction and rehabilitation, the federal govern-
ment could obtain the funds either by direct appropriations in the year the
grants are made or by borrowing money through selling bonds which would
be repaid, over time, with federal appropriations for interest and principal
payments. Direct appropriations are used to fund military housing (Hartman
and Stone, 1986: 486-487), while borrowing is used to fund public housing.
This latter approach has the advantage of keeping the annual appropriations
in the early years of the Program somewhat lower than the costs presented
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in the Table, since the full costs of the Program would not have to be paid
all at once. This would offer the immediate advantage of reducing current
costs, thereby permitting extension of limited resources in the short run.
Borrowing eventually would cost more than direct appropriations, however,
as years of borrowing require ever-larger appropriations to service the in-
creasing debt. The mounting public cost of this approach could therefore
jeopardize continued allocations for the Program. In addition, borrowing
adds to the national debt and thereby contributes to macro-economic prob-
lems of debt overload and crowding out in the credit markets. The preferred
method of raising the funds will thus depend upon tradeoffs between an-
nual budget exigencies, on the one hand, and long-term fiscal and macro-
economic objectives, on the other.

Beyond the first year, Program costs similarly are a function of politi-
cal choices as to level of Program activity. The Program, by its nature, will
see a levelling off of capital grants for rehabilitation as the existing sub-
standard stock is brought up to par, and a steady decrease in government
funds needed to pay off existing mortgages for housing brought into the so-
cial housing sector, as these mortgages are retired.
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Table 1

National Comprehensive Housing Program:
First Year Options

cost/ Lower Cost Medium Cost Higher Cost
unit #units
(E) (E)

coat #units
(B) (E)

cost eunits
(B) (E)

cost
(B).

New Construction for $60 50 $3.0 200 $12.0 500 $30.0

Social Ownership (a)

Rehabilitation for $20 100 $2.0 400 $8.0 600 $12.0

Social Ownership (b)

Operating Subsidies
for Social Housing (c)

$2 3,000 $10.0 6,500 $13.0 8,000 $16.0

Conversion Of Private $35 100 $3.5 160 $5.6 200 $7.0

Rental Units (d)

Conversion of $50 100 $5.0 160 $8.0 200 $10.0

Homeowner Units (a)

Conversion of 81 $1.3 81 $1.2 81 $1.3

BUD-held units (f)

Nodernisation of Exist-
ing Social Units (g)

$10 350 $3.5 500 $5.0 800 $8.0

Adginistration (h) $1.2 -- $2.0 -- $3.5

TOTAL $29.5 $54.8 $87.8

NOTES:
(a) Based on 1984 construction coats, adding land and

subtracting finance costs, since financing will be
through direct grants; see Hartman and Stone (1986: 489)

(b) Rehabilitation only (acquisition costs are included
under conversion element); rer unit cost is based on
various rehabilitation projects.

(c) Operating expenses only (debt service included under
conversion element). Derived from 1983 operating cost
data, adjusted to 1985, and applying Stone's
affordability scale (See Hartman and Stone, 1986: 494-49

(d) Assumes full payment of negotiated price in year
purchased (see Hartman and Stone, 1986: 500-501).

(e) Assumes full payment at time of acquisition for
mortgage balance and negotiated equity.

(f) Based upon Achtenberg, 1986.
(g) Existing assisted stock only; assumes that most units

need modest but not major rehabilitation.
(h) Conservative estimate.
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D. Program Summary

As a growing portion of our national housing stock is acquired, pro-
duced, financed, and owned by the social sector, with increasing public re-
sources chapncied for these purposes, adequate and affordable housing will
become- a matter of universal national entitlement. Accordingly, this Act
will guarantee every resident, in the long run, the rights provided by all the
foregoing legislation. There will include the following:

1. Affordability

The basic non-speculative nature of socially-owned housing, with op-
eration and resale for profit prohibited, will significantly reduce housing
costs and cram= affordability over time. Additionally, since all housing
in the social sector eventually will be debt -fret (with all neu construction
and rehabilitation funded through direct grants and the mortgage debt on
converted properties retired), capital costs will be permanently eliminated
from ongoing shelter expenses. Occupancy costs will be further reduced
through increased reliance on non-profit management, making social hous-
ing affordable for the vast majority of residents.

Universal operating subsidies provided on an entitlement basis will fur-
ther assist those residents who are unable to meet even the basic cost of
housing operations in the social sector. With rents increasingly geared to
true ability to pay, housing affordability will be permanently guaranteed
for residents in the social sector. An equivalent level of affordability and
subsidies will be guaranteed for tenants and owner-occupants whose units
are in transition to social ownership. Tenants remaining in the private sec-
tor will also find their housing considerably more affordable, as rent con-
trol and other components of the program which reduce opportunities for
speculative profit are implemented.

Over time, housing operating subsidies will become increasingly resi-
dent-based (as distinguished from project-based), to maximize freedom of
choice for residents within the social sector.

2. Habitability

As the social housing sector expands, the quality of the housing stock
and the physical standard of habitability to which residents are entitled
will be progressively upgraded. For housing that is socially owned or in
transition to social ownership, provision of direct grants will assure an ade-
quate level of capital repairs, while operating subsidies facilitate ongoing
project viability. Unlike the present market-oriented system where resources
are invested in housing upkeep .and renovation only when it is profitable
for an owner or lender to do so, social ownership, financing, and production
will guarantee both the incentive and the resources for continuous residen-
tial improvement.

Over time, with adequate capital and inn:acing resources, both new
housing that is produced directly for the social sector and housing that is
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converted to social ownership will be upgraded to achieve increasing levels
of residential amenity. This includes improved physical features such as
unit layout, apartment configuration, and site and building design, espe-
cially in response to the needs of special constituencies (such as single
women with children). It also encompasses operating amenities such as in-
creased energy efficiency and security, as well as social amenities such as
day care and other services that should be residentially-based.

Additionally, increased voluntary upgrading by residents with enhanced
security of tenure and control of their housing will continuously improve
the quality of the social housing stock. Finally, tenants in housing that re-
mains within the private sector will also achieve significant improvements
in the quality of their living environments, as generally higher standards of
residential amenity are adopted over time.

3. Security of Tenure

Under the proposed system of social ownership, production, and fi-
nancing, security of tenurethe right to continued occupancy of a housing
unit of choicewill be achieved as an aspect of residential entitlement. All
social housing residents, including tenants and owner-occupants whose units
are deeded or optioned to the social sector, will be guaranteed a permanent
life - estate, except where removal of the housing unit is required for a com-
pelling social purpose, or removal of the occupant is necessitated as a result
of significant and repeated violations of community standards. With occu-
pancy charges based on true ability to pay and management policies subject
to resident control, instances of non-payment, destruction of property, and
other traditional cacles of eviction in our market-oriented housing system
will be minimized.

Additionally, increasing regulation of conditions, use conversion, demo-
lition, and eviction for other than a 'just cause will protect tenants remain-
ing in the private sector from forced displacement, while rent control and
other measures will further enhance security by promoting greater af-
fordability. Finally, the creation of new ownership and tenure options not
based on the protection of property values will encourage greater acceptance
of neighborhood change and inclusionary housing patterns, providing a new
basis for community security. Afthe discriminatory uses of housing in our
profit-oriented economy are eliminated, with affirmative efforts to expand
housing mobility and revitalize existing minority communities, the right of
residential security will encompass a locations' aspect: the right to remain
in place or to move to an alternative neighborhood of choice.

4. Control

The right of residents to control their living situations will be progres-
sively achieved under the proposed Program. Low- and moderate-income
homeowners' ability to maintain control over their housing ip the face of
burdensome mortgage debt, property tax, and repair obligations will be en-
hanced through programs offering increased affordability and security of
tenure. Increased protection of tenants' rights in the private sector, through
collective batgaining as well as limitations on landlords' authority to dictate
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rents, occupancy terms, tenure, and living conditions will free residents to
some extent from the arbitrary control exercised by others over their living
situations. The Program's regulated conversion of the private rental housing
stock will also significantly expand opportunities for direct ownership and
control by resident associations, tenant cooperatives, and individual owner-
occupants, on.an affordable, non-speculative basis.

Ultimately, the level of control afforded to social sector residents as a
matter of entitlement will be significantly greater than that experienced by
most homeowners today. Positive features of conventional homeownership
such as the ability to modify and adapt one's living space to changing
needswill be retained and enhanced as residents achieve permanent af-
fordability and security of tenure. And since resident and community bene-
fit is the sole purpose of social sector housing production and ownership,
residents and neighbors will be entitled and motivated to participate ac-
tively in housing design, development, and management decisions. As more
and more of the social housing stock is actually developed and managed by
resident-controlled and other social entities, opportunities .for building and
operating housing in a viay that is truly responsive to resident needs will be
significantly enhanced.

Finally, removal of opportunities for speculation in housing will en-
hance community control by increasing neighborhood stability. Enhanced
resident and neighborhood control of housing also implies an obligation for
increased collective responsibility, that is, for mediation and settlement of
resident disputes and grievances. It also requires that control be exercised
responsibly within the framework of basic democratic and non-exclusionary
principles; and not be misused to deny anyone reasonable housing access or
opportunity. As the concept of residential :itlement is progressively real-
ized, the corresponding notion of residential responsibility will also be
achieved.
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Section III

Supplementary Measures

A. Tax Measures

Although parts of the Internal Revenue Code are ostensibly intended to
encourage productive investment in housing, in fact they promote specula-
tion and transfer wealth to upper-income owners. Although the 1986 Tax
Reform Act removed some of the speculative pressures from the rental hous-
ing market (see section I.D. above), the present tax system continues to con-
tribute materially to inflation in rents and prices, while costing the Trea-
sury billions of dollars annually in revenues lost to income tax deductions
and other loopholes. In this section of the Program, these inequities are ad-
dressed by focusing primarily on federal tax laws, including the homeowner
deductions, depreciation allowances, capital gains taxation, and tax-exempt
financing. A local property tax measure is also included, which could be
adopted to satisfy federally mandated local housing requirements. Although
state taxes are not treated, it is recognized that parallel changes in state in-
come tax provisions must accompany the federal income tax revisions.

1. Overall Objectives

The overall goal of the tax reform measures is to promote social housing
goals, end speculation in housing, and redirect resources into productive
housing investment in the social sector. The tax system is also rendered
more progressive, by eliminating measures which redistribute wealth up-
wards. Finally, to the extent that these measures generate increased public
revenues; they should be used to finance social housing programs. This is
because the profits that are made (and taxed) on housing derive from the
redistribution of wealth from tenants and some owners to other owners and
financiers. Retaining the proceeds of housing-derived taxes within the hous-
ing sector thus partially redresses inequitable market mechanisms.

Housing tax reform will not by itself fund the entire housing program.
It does, however, have the potential of recapturing tens of billions of dol-
lars lost to tax loopholes. These housing tax measures should be taken as
part of a general tax reform act, which would eliminate all tax-sheltering
provisions that do not contribute directly to productive investment consis-
tent with social purposes.

2. Homeowner Deduction

Allowing homeowners to deduct mortgage interest and property taxes is
extremely costly, while contributing to overconsumption and inflation in
housing. Furthermore, homeowner deductions primarily benefit upper-in-
come owners, both because homeownership is a function of income, and be-
cause those homeowners who itemize deductions fall almost entirely into the
highest tax brackets.
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On the other hand, it is clear that the homeowner tax deduction en-
joys considerable popularity, and is widely (although falsely) perceived as
being of general benefit to homeowners. In the long run the Program will
eliminate speculation in housing, greatly reducing price inflation and there-
fore the perceived need for homeowner deductions as a means of partially
offsetting overpriced housing. In the long run we therefore propose elimi-
nating this deduction as part of an overall tax reform which closes off a
wide range of loopholes and other inequities. This would significantly lower
the tax burden on low- and middle-income households, more than compen-
sating for the loss of the deduction to homeowners. At the local level, re-
gressive, property taxes would be replaced with federal revenues raised
through progressive income taxes and distributed locally, thereby eliminat-
ing that source of the deduction.

3. Depreciation Allowances

The notion that housing depreciates rapidly like other capital assets is a
fiction of the Internal Revenue Code. While it makes sense to assume that
plant and equipment may become obsolete over time and as a result require
replacement, the same assumption cannot be made with regard to housing.
Well-built and maintained housing does not lose value through obsolescence,
especially over rzlatively short time periods. While the costs of maintaining
rental property are rightfully expensed or capitalized as ordinary business
expenses, fully depreciating the value of the structureeven over 27-1/2
years, as provided by the 1986 Tax Reform Act affords a windfall to the
owners of rental property, is costly to the U.S. Treasury, and encourages the
holding of property as a form of tax shelter. While this provision is
intended to stimulate investment, in fact it encourages rental housing to be
regarded as another short-term component in an investment portfolio, to be
bought and sold according to the immediate circumstances of the capital
markets.

The following measures are proposed:

o As an interim measure, ordinary (straight line) depreciation
will be extGaded to 40 years and allowed only to those land-
lords who produce certification of code compliance and ade-
quate maintenance, thereby giving evidence of good faith ef-
fort to maintain the quality of their asset.

o In the long run, all rental housing depreciation allowances for
the original cost basis will be eliminated, although provision
will be made for depreciating capital improvements. While
there will undoubtedly be some reduction in private rental
construction, the federal revenue savings resulting from this
revision will fund offsetting social housing construction. The
elimination of the depreciation allowance will remove a major
incentive for speculative and inflationary trading in the czist-
ing private rental housing stock.
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4. Capital Gains and Anti-Speculation Taxation

It makes little economic sense to give preferred treatment to capital
gains realized upon the sale of land or housing. Capital gains taxation, like
the depreciation allowance, is intended to encourage productive investment
by reducing, the tax liability on profits that are earned as a result of such
investment. In the case of housing, however, it is difficult to argue that
profits from sales result from productive investment in the ordinary sense
of the word. Rather, in most cases profits result from inflation alone--
particularly inflation in the value of land.

In the long run, therefore, capital gains preference for income from the
sale of rental housing should be replaced by a windfall profits tax on all
sales. There are several caveats to this proposal, however.

o A steep tax on windfall profits could eliminate virtually all
incentive to buy and sell existing rental housing. Since some
private market reallocation of the existing stock may be de-
sirable, a market mechanism for doing so would be provided
by restricting the windfall profits tax to an appropriate range.

o The windfall profits tax will likely have the effect of reducing
the incentive to construct rental housing. To partially mitigate
this effect, the tax will not be applied to the first sale of any
building by its developer, in which case profit will be taxed
at the ordinary rate.

o Similar considerations should apply to substantial rehabilita-
tion or other capital improvements. Such investment is pro-
ductive, and the resulting increase in value should be taxed at
ordinary rates.

As an interim measure, an anti - speculation, or deed transfer tax is pro-
posed. Such taxes, which have been adopted ty some localities, have rates
which are inversely graduated according to the length of holding and size
of capital gain. Under this measure, the gain on property held leas than one
year would be taxed at 95 percent, with the rate declining by 5 percent per
year through the tenth year, and 2 percent per year thereafter, eventually
levelling off at 10 percent for property held longer that 30 years. Such a
tax likely would be politically popular, particularly if sales or profits below
a minimal amount were exempted. It would also have the advantzges of
raising revenues while discouraging speculation; this, in turn, would he.p
cool off overheated housing markets, stabilizing neighborhoods threatened
by rapid inflation. Such a tax would be a local measure adopted as part of a
community's Federally Mandated Local Housing Program, with any funds
collected earmarked exclusively for social housing programs.

5. Tax-Exempt Bonds

Tax-exempt bonds are an inefficient and extremely inequitable method
of providing below-market funding for housing programs. In the long run,
under the Program, tax-exempt bonds will be completely replaced with di-
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sect federal grants for social housing construction. Until this occurs, how-
ever, such financing will continue to provide some subsidy for housing pro-
Grams. :n no case should this method of ,funding be used for housing which
is outside the social sector, whatever the income level of its target popula-
tion.

6. 'Local Tam Reform

a. Progressive Real Proper:. Tax

The property tax is regressive, since low-income households pay a
higher percentage of their incomes for housing than higher-income house-
holds, and local assessment practices have been shown to exacerbate the in-
equities. The, is particularly true in places where property values have
Elated much more rapidly than incomes in recent years. Renters pay these
taxes aspart of their rents. The wave of anti-tax measures, beginning with
California's Proposition 13, it a response to these inequities; but the benefits
of such measures have gone largely to the wealthy.

In the long run, property taxes should be replaced with adequate local
revenues derived from state and federal ittsetr e num In the shorter term,
the property tax itself could be mad:. progressive by charging higher tax
rates for more highly valued property. Such a reform would apply to all
residential real estate, including residentially-zoned vacant lots. A minimum
exemption, tied to local conditions, would provide circuit-breaker relief to
low-income homeowners and low-income residents of private rental housing
On this case, rents would have, to be controlled to assure that the tax savings
were passed through to tenants). A portion of the local property tax should
be earmarked for social housing programs.

The rate differentials need not be great to significantly enhance local
revenues from property taxes. This tax would be one among the various pos-
sible local measures that satisfy compliance with federally mandated local
housing obligations. In some states a constitutional amendment might be re-
quired prior to local enactment.

b. Luxury Housing Tax

A similar idea, more limited in scope, would be to charge higher taxes
on certain classes of luxury housing, the proceeds of which would be ear-
marked for social housing programs. As with the progressive real property
tax, this tax could be used to demonstrate local compliance with federally
mandated housing requirements.

The principal features of such a tax would include:

o A progressive tax on a landlord's rental income from Luxury
units that Is, units that rent for more than a specified
amount, the amount determined by local tenant? median in-
comes;
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o A progressive deed transfei tax on luxury rental unitsthat is,
units that sell for more than a specified amount, based on lo-
cal market characteristics; and,

o A similar progressive deed transfer tax on luxury homes.

D. Financing Measures

1. Steering Private Credit Towards Social Housing Objectives

In the short run, the existing credit system will continue to be a major
source of funds for all forms of housing. Some interim measures are there-
fore directed at providing lower-cost credit within the present framework.
Whils these measures will in fact secure some additional lower-cost funding,
th(: do not necessarily promote the social housing objectives of the overall
program. Since they are directed at the private rental housing stock, it is
important to tie subsidies to continued affordability of subsidized units.
Ongoing control of rents and sales prices must therefore be part of any sub-
sidy program. A further requirement is that all properties which receive
subsidies be offered for purchase to the social housing sector, at a specified
price, after a designated period. The prLc aid period would depend on the
'depth" of the subsidy.

The following mechanisms generally entail various forms of subsidy
within the private credit economy. They are intended to 'steer' private credit
towards social housing objectives by means of regulations, incentives, or
disincentives, including the following:

o The Community Reinvestment Act concept should be expanded
and strengthened to include not only geographical responsi-
bility, but also an affirmative obligation to meet the housing
needs of low- and moderate-income and minority households,
by expanding and upgrading the housing supply.

o Differential taxes can be imposed on private credit institu-
tions, with rate differences rewarding socially-preferred types
of lending. Revenues raised by such taxes can be targeted for
use as direct grants to the social housing sector.

o Loan setaside requirements, accordina to which lenders are re-
quired to invest specified amounts (e.g., 5-10 percent of assets)
for designated social housing objectives.

o Differential reserve requirements constitute another means of
steering credit allocation. Under this approach, special reserve
requirements are, imposed for mortgage loans, with larger re-
serves for higher-cost mortgages. Low-cost mortgages could be
exempted altogether, and lenders given a reserve credit for
such loans as well. The mortgage reserve balances would be
invested in low-cost housing. To the extent that lenders meet
housing targets, the differentials would be reduced or elimi-
nated.
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o Fine liy, a below-market Interest rate requirement can be im-
posed on lenders, whereby a certain percentage of loans must
be made at below-market rates for social housing purposes.
This will result in an internal transfer (cross-subsidy) among
borrowers, whereby recipients of low-interest loans would be
subsidized by other borrowers. This approach ("inclusionary
banking') is similar to inciusionary zoning, whereby develo-
pers are required to price a targeted percentage of units for
low- or moderate-income occupants.

Given the increasing role of insurance companies, pension funds, and
other non-banking institutions as a source of housing credit, care must be
taken that these measures do not disadvantage traditional lending in-
stitutions. The legislation which creates such measures must apply them
equally to all sources of credit, and carefully monitor the results to insure
that the private credit economy is not destabilized.

2. Building on Existing Government Programs

There are a number of federal programs which could be modified to
provide some social housing.

o In any federal project where private developers receive fund-
ing, such as throtigh Urban Development Action Grants
(UDAGs), social housing.should be provided as a part of the
project.

o Urban redevelopment programs often offer the potential for
public acquisitibn of land as well as public control over the
development process, and thus could be used to facilitate con-
struction for social ownership, if the programs were made sub-
ject to adequate community control.

o Replace tax - exempt bond financing with expanded direct fi-
nancing through CBDG and UDAG programs. These two pro-
grams, despite their limitations, are existing mechanisms by
which direct disbursements are made to localities from the
federal Treasury for public purposes. Such financing, when
used for housing, should be limited to social housing.
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LEGAL AID FOUNDATION OF LOS ANGELES
HOUSING LAW UNIT

1344 WEST 9TH STREET. SUITE A LOS ANGELES. CALIFORNIA 90017 12131387.9038

October 5, 1987

Honorable Alan Cranston, Chairman
Subcommittee on Housing
and Urban Affairs
United States Senate
Dirksen Senate Office 81dg.
Room SD-535
Washington, D.C. 20510

Re: Comments on National Housing Policy for 1988 and beyond

Dear Senator Cranston:

On behalf of the Legal Aid Foundation of Los Angeles, I thank you
for the invitation of the Subcommittee on Housing and Urban Affairs
to provide input into the development of a new national housing
policy. As legal advocates and representatives of low-income
homeowners, tenants and homeless families and individuals, we could
not agree more with the statemant in your letter that the need for
decent affordable housing has never been more urgent. The return of
an affordable housing policy to the place it deserves on the
national agenda, i.e., as a foremost national priority t- which the
federal government is fully committed, is long overdue for our
clients.

Due to the magnitude of the issue, the short time in which to pre-
pare these comments and the inherent limits on our expertise (as
lawyers rather than policy makers, planners, developers, or
economists), we are unable to provide the committee with anything
resembling a detailed and comprehensive housing policy or legis-
lative proposal. We therefore seek to accomplish the following
three things by our comments:

First, as representatives of those who suffer the greatest as a
result of the shortage of decent affordable housing in the Los
Angeles area, we seek to comment and provide insight on the cir-
cumstances and needs of the Los Angeles and Southern California
areas. These comments are intended, in some cases, as illustrative
of nation-wide needs and, in others, as informative as to the
specific needs of Los Angeles and Southern California.

Secondly, we wish to state what we feel should be the objectives of
a new federal housing policy and the themes or principles which
should guide the Subcommittee and Congress in enacting legislation
to achieve those objectives. Neither the objectives nor the guiding
principles are new ideas. They have been cited time and again by
other housing advocates and experts. Their adoption as a part of a
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comprehensive federal housing policy, however, would be a new and
major step toward addre5Eang the nation's housing crisis.

Finally, we offer some more specific suggestions as to programs
within each of the identified objectives, elaborating to some degree
on the suggested principles described herein.

The Circumstances and Housing Needs of The Los Angeles Area

The need for significantly more decent affordable housing is as
critical in Los Angeles as anywhere in the country. The U.S.
Department of Housing and Urban Development determined Los Angeles
to be the homeless capital of the country in 1983, estimating the
number of homeless persons in Los Angeles to be in the neighborhood
of 35,000. ["Report to the Secretary on the Homeless Emergency
Shelters," (1984)3 This situation is attributable primarily to one
thing: the lack of affordable housing alternatives for those with
low or very low incomes. Unless their is a dramatic increase in the
supply of housing which is affordable and available to the poor, the
crisis of homelessness will not improve.

Los Angeles has a public housing program that is large and viable,
but which has suffered from poor management and a lack of oppor-
tunities for tenant involvement in management and the decision-
making processes which affect the character and quality of the
housing. Poor management, combined with the lack of sufficient
n.uuernization funds and operating subsidies, have resulted in
excessively high vacancies and general disrepair.

In addition to operating the public housing program, the City
Housing Authority is authorized to issue approximately 18,000
Section 8 certificates under the Section 8 Housing Assistance
Payments Program. The demand for certificates is so great, however,
that the City maintains a huge waiting list and only accepts
requests for applications for very short periods of time every
several years. During the past four years, the application process
was only open one time for a period of three days, within which time
the authority received 13,000 telephone requests for applications.
(Requests by mail or in person were not accepted). Combined with
those already on the waiting list, this created a new waiting list
of at least 23,000 families.

Of those who are fortunate enough to obtain section 8 certificates,
large numbers are still unable to find housing and participate in
the program. Because of the high rents in Los Angeles and the lack
of adequate code enforcement, it is extremely difficult for certi-
ficate holders to locate decent qualified housing at or bolow the
section 8 fair market rents within the 60 or 120 period allowed.

78-541 0 - 87 - 32
99.1
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There are also numerous factors encolraging the loss of affordable
rental units, which present a constant and growing threat to those
who depend upon the existence of affordable housing in Los Angeles.
There is a history of inadequate code compliance and a practice of
"slumlordism" by many landlords, rendering many affordable units
beyond repair and ultimately subject to demolition. Tho inflation

land values has been the cause of speculation and the sale of
residential property for commercial purposes, resulting in the loss
of many affordaole units. Local seismic safety requirements have
resulted in the demolition of a number of older apartment buildings
and single room occupancy (SRO) hotels, which provide a large part
of what little affordable housing is still left for very low-income
persons. Unless funds are made available for rehabilitation of such
"seismic buildings" and other buildings currently in a state of
disrepair, many more are destined to be lost.

The loss of affordable units owned by low-income persons is equally
threatened. In South Central Los Angeles and Watts, occupied
primarily by low-income minority families, there are large numbers
of single-family homes, owned by persons of relatively low income,
who were able to purchase the homes soma forty years ago with the
aid of FHA an VA loans. In most cases the mortgage payments on
these homes are considerably less that the rents on comparable or
lesser rental units. During the past fifteen years the dramatic
increase in property values in southern California gave rise to
numerous schemes by which speculators, mortgage loan brokers, lien-
financed consumer lenders, foreclosure consults and persons commonly
referred to as "equity rip-off" artists have caused the loss these
homes by their original owners. The resale or rental of the homes
is, of course, at much higher rates, and the original occupants are
forced into lesser quality more expensive rental housing or are
rendered homeless.

There are also factors making it impossible to build affordable
housing within the Los Angeles areas without multiple subsidies.
These, of course, include the very high cost of land in most of
Southern California, and the high cost of private credit.

Obviously, not all of these factors or characteristics of the
housing are unique to the Los Angeles area. Many of them are, in
fact, common to large cities throughout the country. We believe
that addressing them effectively involves the development of
mechanisms which seek to achieve the objectives described below,
keeping in mind the principles or themes suggested.

Objectives and Principles of the Federal Housing Policy

The principle objectives of a federal housing policy which will move
this country closer to the goal of a decent house for every American
seem self-evident. They are:
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(1) Preserving the existing stock of affordable housing;

(2) Increasing the housing stock available to the poor; and,

(3) Prohibiting the displacement of low-income families and
individuals from affordable housing.

Those arethe principles identified by Florence Hagman Roisman in

her article, "Legal Strategies for Protecting Low-Income Housing,"
American Housing Crisis What Is To Be Done, 1983, Institute for

Policy Studies. Pursing these objectives obviously requires a major
commitment of funds. We strongly believe that the federal government
must develop an aggressive legislative policy which makes a
meaningful commitment of such funds. It is clear that, in recent
years, state and local government and private organizations such as
non-profit community development corporations and limited equity co-
ops have done much more than in the past toward preserving and
producing affordable housing. It is equally clear, however, that
they cannot be effective without the cooperation, assistance and

support of the federal government, including federal financing of

past and future housing programs. This does not mean, however, that
we advocate indiscriminate and unlimited spending by the federal
government in the field of housing. Certain themes or principles
should serve as guidelines in the development, funding and imple-
mentation of federal housing legislation. These include the
following:

1. Priority should be given to funding non-profit development
and operation of affordable housing. Reliance on profit
incentive through tax credits and other mechanisms raises
the cost of producing or rehabilitating housing and
increases the risk of future loss of units due to the
desire to maximize profits.

2. Federal funds should be utilized in ways that encourage
the contribution of money from local government or private
entities for housing, or which support other already
committed or available financing sources so that the
projects to which they are committed are feasible.
Consistent with this theme, there are a variety of
potential "incentive" programs which could be utilized to
entice state and local governments to contribute more to
the financing of affordable housing.

3. Programs should be designed in such a way as to be
actually affordable to those intended to benefit. Rents
should be based upon actual ability to pay after the cost
of other necessities are considered, rather than percen-
tages of income. Consideration should be given to

9 3
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adoption of Professor Michael Stone's theory of "maximum
affordable shelter costs" as a basis for setting rents in
public and subsidized housing.

4. Funds should be targeted to benefit those most in need,
i.e., priority should be given to programs which will
serve lower-income and very low income families and
individuals.

5. Funds should be utilized in cost-effective ways. Direct
financing of low-income housing, for example, is pre-
ferable to indirect financing through tax credits and
other market incentives. Manufactured and modular housing
may also be a way to provide housing in a cost-effective
manner so long an quality is assured.

The following section consists of more specific suggestions for
improving existing programs or designing new ones based upon the
above-described objectives and themes. In some cases the sugges-
tions are merely stated without elaboration, while others may
include both discussion of the problem and the specific proposal for
addressing it.

Objective 1: Preserving Existing Affordable Housing

(1) Public Housing

This is by far the largest federal housing program and,
despite its reputation, a successful one. It provides
affordable housing for a very large numbor of the nation's
poor, and is both more affordable and less expensive than
federally subsidized but privately owned housing. Many of
these nits in Loa Angeles and elsewhere, however, are in
a pt.dte of serious disrepair. There is an immediate need
xor modernization and operating subsidy funds to rehabili-
tate existing units and avoid their sale to the private
market, conversion, and/or demolition. Many of the
problems associated with public housing stem from poor
management and the lack of tenant involvement in the
operation of the projects. Tenant management and involve-
ment in the operation of public housing should be
encouraged.

(2) Subsidized Units (Sections 221(d)(3), 236, and 2023

Mechanisms must be deve:oped for the avoidance of the
expiration or pre-payment of mortgages and the resulting
loss of the corresponding low-income commitments.
Congress should explore theories and mechanisms by which
in can require or encourage private owners of subsidized

9q4
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housing to retain the low-income nature of the housing.

This might include sale of the buildings to non-profit
organizations who would then receive operating subsidies

to continue operating the projects as low-income projects.

(3) Federally Owned Units

Foreclosures on HUD, FHA and VA financed or subsidized
single-family and multi-family units have resulted in a

large inventory of low-income housing units owned by the

federal government. It is essential that Congress take
steps to preserve the existence of these units and their

low-income character. Such steps might include:

Restrictions on the disposition of such units by HUD

and the other agencies such as requiring that the
units retain their low-income character upon
..;,.sposition;

(b) Legislative mandates requiring that HUD and the other

agencies limit the number of permissible vacancies in

government owned units and maintain the condition of

such units;

(c) Greater acceptance by federal agencies of "occupied

delivery" of FHA and VA insured foreclosed

properties;

(d)
SignifAcant strengthening of the HUD assignment/TMAP
(Temporary Mortgage Assistance Payments Program) and

the Veterans' Administration Refunding Program, both

of which were designed to assist homeowners with FHA

or VA 'nsured loans to avoid foreclosure and prevent

the loss of their homes. Nationally, the rate of
foreclosure on FHA and VA loans is nearly double that

on conventional loans. Savings Institutions Source-
book 87, United States League of Savings Institu-

tions. As evidenced by the extensive litigation in

Farrell v. H.U.D., the Department of Housing and
Urban Development has steadfastly refused to
implement the FHA assignment program in a manner that

actually assists low-income homeowners and prevents

foreclosure. The Record of the Veterans Administra-
tion is oven worae. See, Rank v. Nimmo. Given the

record of these agencies, serious study should be
given to a program which would fund a non-profit

agency or agencies to accomplish the original
purposes cf the assignment and refunding programs.

995
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(e) Establishment of restrictions on the use of funds
that become available to the agency as the result of
the disposition of government owned property. An
account separate from the general fund might be
established for this purpose, the sole use of which
would be the financing of housing to replace the lost
units, with minimum affordability requirements.

(4) Private Units

(a) Without intervention, many of th( unite on the
private market that are currently affordable will be
demolished or be lost to low-income families by
private rehabilitation and pass-through rent
increases. This includes older buildings which are
viable but in a state of disrepair, as well as
buildings which are subject to seismic safety
enforcement that is prohibitively expensive.
Financing mechanisms should be developed and made
available to non-profit agencies and owners for the
purpose of rehabilitating dilapidated and seismic
buildings without a pass-through to present and
future tenants. Such mechanisms shculd restrict or
prohibit rent increases following rehabilitation.

(b) Federal assistance or financing to non-profit
agencies should be made for the purpose of engaging
in single-family foreclosure assistance and for the
purpose of acquiring foreclosed properties and
reselling those properties on a non-profit basis to
those families who lost them or to other low-income
families.

(c) Federal incentives should be developed and imple-
mented to encourage local governments to engage in
strict code enforcement and to adopt anti-demolition
and replacement housing measures. "mese might take
the form of direct incentives teach as the withholding
of desired federal funds for those jurisdictions
which fail to enact such ,.erasures.
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Objective No. 2: Increasing the Supply of Existing Affordable
Housing Available to the Poor

The existing housing stock in most major cities, including
Los Angeles, is insufficient to house everyone, even if it wat
available to low-income people. It is therefore obvious that
production programs must be developed in order to alleviate the
housing crises. The federal government must renew its commitment to
producing new affordable housing, which it has abandoned in the
recent past. In so doing, it will join local and state governments
in their continuing efforts to produce more affordable housing. In

keeping with tho foregoing themes, the federal housing policy
should:

(1) Enlarge the public housing inventory -

Improvement in the design and management of new projects
and providing opportunities for tenant management are
necessary to remove the stigma attached to this program
and improve the quality of the housing provided. The
program is clearly one of the most cost effective ways of
producing now low-income housing, however, and should not
be abandoned.

(2) Give full priority to the funding of projects undertaken
by and managed by non-profits and limited equity co -ops -

Utilizing non-profits and limited equity co-ops eliminate
the initial and continuing expense caused by building
profit margins into the financing and operation of
affordable housing. In this regard, we support the
suggestions put forth by the National low - income Housing
Coalition in their Community-based Housing Supply Program.

(3) Create incentives for the infusion of private limited or
non-profit capital -

Research is necessary to develop mechanisms for getting
other sourcos of capital into housing. One mechanism
worth exploring, for example, is federal guarantees for
the investment of private pension funds in housing.

(4) Fund alternative and cost-effective housing production
techniques -

Housing production techniques have remained essentially
unchanged for several decades, with the exception of a
limited incursion of manufactured housing techniques in
the single-family market. Current data suggests that
manufactured housing technologies can produce housing at

7
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about half the cost per square foot of traditional
technologies at the single- family scale. Very little,
however, has been dono in utilizing this technology to
produce multi-family housing, which is essential in urban
markets because of land costa. The federal government
ehould invest Research and development dollars toward
developing workable models of applying manufacturad
housing and other alternative technologies to multi-unit
urban housing.

(5) Strengthening fair housing laws to make more housing
available to low-income -

Bocauee families with children experience discrimination
in housing low-income families with children have their
housing opportunities doubly restricted. In addition,
since a high percentage of poor people are children, such
discrimination falls disproportionately on the poor. The
Pair Housing Act should be amended to include families
with children among the classes of person:: protected.
Federal Fair Housing law ehould also be strengthened by
enactment of pending legislation sponsored by Senator
Kennedy, which would establish Administrative Law Judger
for individual discrimination caeos, and by establishing
minimum statutory damages.

Objective Ho. 3: Preventing displacement of low-income families
and individuals from affordable housing.

Aside from the hardship imposed on poor families and individuals bl
displacement from their residences, displacement is either caused by
or results in speculation and the eventual rise in the cost of the
housing, whothor by resale or by rental increases paid by now
tenants. It ie important, therefore to severely limit the amount of
displacement that occurs. A considered federal housing policy can
seek to accomplish this both by prohibiting or restricting dis-
placement resulting from its own programs and by creating die-
incentives for displacement resulting from local activity.

(1) Displacement caused by Community Development Block Grant
activities -

Last year tho subcommittee considered and rejected
amendments to the law that would provide strong anti -
displacement protections. These provisions should be
reconsidered and approved.

;)u arr4)
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(2) Displacement caused by Federal activities generally -

The Uniform Rolocation Act (URA), the primary federal
anti - displacement and relocation legislation is prosently
not within the jurisdiction of the Senate Subcommittee on
Housing and Urban Affairs, or the full Senate Committee an
Banking, Housing and Urban Affairs. Although hintorica,ly
it may have made good nonse to have other committoon
legislate fedoral rolocation programs bocause highway
construction and othor non-housing programs caused signi-
ficant displacement, housing construction and community
devolopment are probably the primary cause-ii of displace-
ment today. Federal relocation legislation should be
within the jurisdiction of tho committoes which have as a
top priority, anti-displacoment and relocation legisla-
tion. Tho lack of such legislation only exacerbatos the
pronont housing crisis.

In terms of epecific recommendations in the aroa of
foderal relocation, we support the amondments to the URA
which more passod in April 1987. Significant protections
for low tncomo displaceoe have been included in those
amendmon.a and it is important that those changes not bo
eliminatod or undorcut by tho load agency, the Dopartmont
of Transportation (DOT), HUD or OMB. The amendmonts do
not become effective until DOT issues regulations or two
years from the date of Congress' passage of the amohd-
monts. Wo support the timoly implomentation of these
amendmonts.

There aro aovoral :irons whore the URA could be
atrengthened even furthor. Our recommendations are as
follows:

(a) The URA should cover displacoment rosulting from
fedorally assisted codo enforcenont activitios.

(b) Tho financial assistanco should bo increasod to
adoquatoly compensato tho displaceo.

(c) A prior written relocation plan should be
roquirod for all displacement covored by the
URA.

(3) Prive:o displacement

An indicated previously, federal funding for rehabi-
litation of privato dilapidated housing, with limits on
renfal incraanes, will help avoid displacement caused by
demolition or privato rehabilitation.
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In addition, fodoral efforts In this aroa might make use
of incentives for oncouraging local anti-displacdmont
moasuros. Danirablo fodoral funds such as UDAG and CDBG
funds, for example, might bo tiod to tho mactmont of
strong anti-dinplacoment laws and relocation roguiremonts
which apply to all displacement causing activity.

Funding for federal financing of low-income housing programs

Many of the above-doscribod suggostions roguiro major commitmonts of
fodoral funds. This is to bo oxpocted. There is no magical way to
produco nffordablo housing without a commitment of capital. If the
Congress is committed to tho goal of dofenting the housing crisis,
it :suet make that commitment along with state and local logialativo
bodios. In making budgotary decisions, the Congross should consider
housing among its foremost priorities.

Wo obviously cannot here ongago in a dotailod analysis of tho
fodoral budgot and idontify aroma in which funds can Co mado
available for the production and preservation of low-income housing.
Wo suggoat, howovor, that ono souzzo to which Congross look is the
oxponditureo it already makes for housing in tho form of tax
subsidios for homeownorship. Soo Statement of Cushing Dglboaro,
Prosidont, National Low Incomo Housing Coalition, beforo Committoo
on Financo, Unitod Stator Senate, May 18, 1981.

While an oatimatod 50,000 LA residonta aro forcod to livo in
garages, and anothot 35,000 aro ostimatod to bo homeless at any ono
timo, tho fodoral govornmont continuos to subsidize extravagant
housing oxponditures by tho vory rich. Wo havo two suggostions:

(1) That Congress rovisit tho mortgago intorost doduction on
second homes, or at least on socond homos with a markot
value above a certain limit: and,

(2) That the fodoral govornmont oithor impose, or encourego
statos to impose, tranafor taxoo on luxury housing. Tho
proceeds of these funding mochaniam should bo targeted
toward the homoloss and vory low income persons.

Wo hope tho Congross considora theso and othor mochanisms for
financing housing programs which attempt to achieve tho objectivos
atatod horoin and aro consistont with tho principlos wo havo
suggoatod.
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Letter to Hon. Alan Cranston, Chairman
Subcommittee on Housing A Urban Affairs
United States Senate
October S. 1987
Page 12

Thank you again for your solicitation of our input. We look forward

to the opportunity to participate further in this process, and
sincerely hops that it results in the enactment of legislation which

begins once again moving the country towards realizing the goal of a

decant home for every person.

MTJ:kims

Sincerely,

t
ark T. Johns°
Directing Atto
Housing Law Unit
Legal Aid Foundation of

Los Angeles

I 01



LEGAL AID FOUNDATION OF LOS ANGELES
HOUSING LAW UNIT

1544 WEST 8TH STREET. SUITE A LOS ANGELES. CALIFORNIA 9001 7

October 14, 1987

Honorable Alan Cranston, Chairman
Subcommittee on Housing & Urban Affairs
United States Senate
Dirksen Senate Office Bldg., Room SD-535
Washington, D.C. 20510

Re: Corrections to Letter of October 5, 1987

Dear Senator Cranston:

121313E0.9038

On October 5, 1987, we forwarded a letter to the office of the
Senate Subcommittee on Housing and Urban Affairs in response to yourrequest for input on possible a proposed federal housing legisla-tion. At page F of that letter, two federal cases were referred to
as illustrative of the problem pertaining to the HUD assignment and
Temporary Mortgage Assistance Payments Programs and the Veteran
Administration's Refunding Program. Unfortunately, the citationsfor those cases were omitted. Those citations are as follows:

Ferrell v. Pierce, 560 F.Supp. 1344 (N.D., Ill.) (1983),
(amended by. unpublished order to July 11, 1985) Aff'd, 743
F.2d 454 (7th Cir. 1984). (Finding that HUD's proposed
TMAP regulations violated a 1979 settlement and the intentof Congress).

Ferrell v. Pierce, 743 F.2d 1372 (7th Cir. 1986) (reversing anunpublished opinion of the district court finding HUD's "two-
month" rule to calculate the date of the homeowner's default a
violation of the 1979 decree and requiring HUD to reprocess all
cases rejected due to the two-month rule).

Rank v. Cleland, 460 F. Supp. 920 (C.D. Cal. 1979), rev'dsub nom. Rank v. Nimmo, 677 F,2d 692 (1982), Cert. den.459 U.S. 907 (1982). (Finding that homeowners have noright to sue the VA for its failure to implement. the
refunding program which would provide foreclosure relief).

The Ferrell case was originally filed as Brown v. Lynn, 385 F.Supp.
986 (1974), reconsideration denied, F. Supp. 559 (1975) The sub-sequent litigation cited above concerned changes in the assignment
program by HUD following settlement of the case.

0 Pe'
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Honorable Alan Cranston, Chairman
Subcommittee on Housing & Urban Affairs
United States Senate
Re: Corrections to Letter of October 5, 1987
October 14, 1987
Page two

Please accept my apologies for the omission of this information fzom
the original letter.

I would also like to request that you include this office on the
list of those persons and agencies who receive a copy of the pub-
lication containing the assembled suggestions of the various or-
ganizations from which you have sought input. Please let me know if
there is any cost for receiving that publication.

MTJ:kims

V t y

'M/s'T. John
Attorney at L

I 0 n
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LOCAL INITVZITVV3 SOPPORr CORPORATION
OSS THIRD AMAX. NEW YORK. NEW YORK /GOT/

SAUL S. SNOW.. PNICSICENT
(2t2) S494673

October 5, 1987

Senator Alan Cranston
Senator Alfonse M. D'Amato
United states senate
Committee on Banking, Housing
and Urban Affairs

Subcommittee on Housing and Urban Affairs
Dirksen Senate Office Building
SD-535
Washington, D.C. 20510

Dear Senators Cranston and D'Amato:

Thank you for your let .r of July 20, 1987, in wbich you
invite our help in developing an effective, new framework
for national housing policy. As a member of the Housing Policy
Task Force chaired by James Rouse and David Maxwell, I will be
participating in this effort. However, we think it is important
to express our views, for the record, in response to your written
request.

The Local Initiatives Support Corporation (LISC) is a
national, nonprofit lending and grant-making organization founded
in 1980 to marshal private sector financial and technical
resources for housing and commercial development in distressed
communities. With total capital resources of about $140 million
-- received from over 400 major corporations and foundations --
MSC has supported several hundred nonprofit community develop-
ment corporations ("CDCW1 nationwide in the construction or
rehabilitation of more than 11,000 units of affordable housing
and 3.3 million square feet of commercial aJd industrial space.
These production levels have been achieved over the past seven
years with little or no direct federal government support.

During this period of federal government withdrawal, a new
delivery system for the production and preservation of low-income
housing has started to emerge. Perhaps the most promising
approaches involve the establishment of local public/ private/
community partnerships. These partnerships assemble a range of
financial and technical support resources to enable CDC8 to
produce and preserve low-income housing. As part of these
partnerships: CDCs act as project developers, often in concert

1
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with for-profit builders; private lenders provide market-rate
loans; state and local governments provide long-term subsidies;
private corporations make tax-advantaged investments; and
nonprofit intermediaries attract foundation and corporate
donations and provide seed capital and technical assistance.

These new partnerships have demonstrated significant
progress toward producing low-income housing at meaningful
levels, but they are constrained by the resources at their
disposal. Active federal leadership and financial support are
essential if these initiatives are to succeed on a broader scale.

Building Blocks for a New Federal Housing Policy

We wholeheartedly agree that it is time to move housing
back up on the national agenda, and that a fresh new framework
should be developed. It is clear to us that the federal govern-
ment should not return to past policies that have been criticized
for involving massive and inefficient deep subsidies and only
loose targeting of assistance to those in greatest need.
Furthermore, given ongoing budget deficits, the federal govern-
ment cannot be the only actor in addressing the nation's housing
needs. Highly targeted, modest investments by the federal
government can leverage substantial private, charitable, city and
state participation. In sum, the federal government should be
one of several partners, acting as catalyst, risk-taker, and
subsidy provider.

We believe that the following principles should guide the
development of new federal housing initiatives:

o Federal policy should encourage partnerships among the
federal, state and local governments, CDCs, and the private
sector.

Federal policy should stimulate housing investments by
other partners.

The use of nonprofit financing and technical assistance
intermediaries should be encouraged.

Federal policy should encourage the leveraging of new
dollars, and not replace existing spending.

o Housing should be closely lintwd with community development.

The effect of housing develcpment on distressed
communities is substantial, especially when undertaken
as part of a comprehensive community development
strategy.

Inn
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Neighborhood stability is important to the preservation
of low-income housing -- whether the housing is
federally assisted or not.

Involving community residents -- especially through
CDCs and other nonprofit housing developers -- is
essential to achieving this linkage.

Homeownership increases residents' stake in their
communities. The opportunity to own an affordable
home should be provided to low-income families.

o Policy should recognise and respond to the different housing
needs of various communities.

Lcw-income housing needs differ from city to city.
For example, in cities like New York and Boston,
housing supply shortages and affordability even for
moderate-income households are critical problems; in
cities like Cleveland and Baltimore, deterioration of
existing single family houses is a greater concern.

Different neighborhoods within a given city vary.

Federal policies should not impose a single rigid view
of local housing needs. Rather, programs should offer
flexible tools that can work under different market
conditions to meet the needs of low-income people
communities. Project funding decisions should be made
at the state and local levels, not by tha federal
government.

o Federal policy should encourage a seine of local
initiatives.

There is no single solution to low-incoma housing
problems; instead, there are literally hundreds of
solutions.

Local initiatives have been the source of numerous
successful housing efforts over the past several years,
especially since relatively inflexible federal
programs, such as Section 8, have been curtailed.

It would be wasteful not to harness local creativity,
energy, and financial resources.

Local initiatives have important research and develop-
ment value; they are a cost-effective way to test new
program ideas.



o Low-income houcing opportunities created under federal
programs should be sustainable over the long term.

Previous federal programs often did little to encourage
quality construction, sound management, and long-term
low-income use.

CDCs and other nonprofit sponsors, limited equity
cooperatives, mutual housing associations, and other
public purpose erganizatinns committed to providing
long -tern low-income housing opportunities should be
utilized to the greatest extent possible.

Residents should participate and have a long-term
interest in the housing they occupy.

Profit-motivated sponsors should be encouraged to
transfer ownership of housing to public purpose
ownership.

o Federal programs should be made as cost-efficient as
possible in terms of the cost per low-income unit.

-- It should be acknowledged that some earlier federal
housing programs were too costly, and that this
inefficiency undermined public support for these
programs.

- - Federal assistance amounts should be limited based on
the number cf low-income households served.

- - Subsidies should be repayable when low-income use is
discontinued.

LISC is currently formulating specific legislative proposals
that will build upon these basic principles. I will be present-
ing these proposals to the Housing Task Force and the Subcom-
mittee in the coming weeks.

We thank you for the opportunity to participate in this
very important effort.

Sincerely,

Paul S. Gr n
President

.100 ~
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National Association of Regional Councils
Issues Paper--Housing

Background:

Housing is and will continue to be a high priority issue for the entire
country into the 1990s. Major revisions in national housing policies
are currently being considered in Congress, by the private sector
through a national forum, and in many state and local governments.
Decisions will be made and will go into effect early into the next
Presidential administration.

Recommended Policy Positions:

Most issues surrounding the pro.fision of housing for the elderly and
low income individuals as well as affordability for millions of middle
income families are regional in scope, i.e. they transend
jurisdictional lines and are based on markets that are larger than a
city or county but smaller than a state. Housing and community
development policy in the 1990s should recognize this regional
dimension.

Decent, safe and sanitary housing is a basic human need. Although tnt
bulk of housing for all income levels has been provided by the private
sector, continued federal assistance is necessary to produce housing
for low and moderate income persons. A realistic level of federal
assistance is essential if the nation is to meet its commitment to
ensure equal opportunity and access to housing. Cutbacks in the public
housing maintenance programs have the potential of reducing available
housing stock and increasing the financial burdens of local governments
and public and non-profit housing authorities.

The solution to many housing problems demands a regional perspective.
lia4 local governments are working together to improve affordable
housing opportunities for people of moderate incomes, particularly
first time buyers. On behalf of member local governments, regional
councils have undertaken comprehensive studies to determine how local
regulatory processes (zoning, subdivision standards, codes) can be
reformed to reduce costs. The following recommendations should be
implemented:

(a) HUD should recognize and administer its programs on the basis
that housing market areas transcend individual jurisdictional
boundaries.

(b) The Congress and HUD should provide for supplemental, bonus
housing units in regions willing to undertake areawide
housing programs.

Access for Low and Moderate Income Households

The federal government also has a significant legal responsibility to
ensure equal opportunity and access to housing for all, especially for
low and moderate income persons. Recommendations include:

7
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(a) Rehabilitation of existing housing represent. the most produc-
tive means of providing future low income housing needs while

preserving neighborhoods. NARC recognizes the need for
additional new housing units, particularly in growing
communities where housing supplies are short.

(b) Priority should be placed on lowest income households in
housing assistance programs.

(c) Federal incentives, such as community development funds
should be made available to regional and local governments to
assist the federal government in hous,ing low income people.

(d) A housing voucher system should be allocated on an area
housing market or substate regional basis and should
encourage new production where housing supplies are short.

(e) The federal government should encourage corporate social
responses to meeting local and regional housing needs.

long
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INTRODUCTION

A crisis in housing cost, efficiency and availability has developed in the

United States in the last 15 years. In addition, the housing of the past is

not meeting the needs of the present. Housing appropriate to today's families,
including single parent, elderly, blended families and singles, is not being

developed. Instead, the models of the post-war period continue to dominate the
development of communities and urban areas, despite the costs to individuals

and society.

During the same period, the federally supported system of public and subsidized

housing has run into difficulties and soaring costs. In many areas, low-income

Americans are facing extreme hardship due to lack of affordable, adequate
shelter, and homelessness is increasing in many communities.

The housing crisis isn't limited to the low-income. Rapid increases in the

costs of construction, energy and property taxes have made renting or

purchasing an affordable and desirable home difficult for those of moderate

income, as well.

The speculative and decentralized nature of the housing industry has made for
difficulty in improving the energy efficiency, quality, affordability and
community appropriateness of today's housing. New developments often add

inordinate fiscal burdens to local communities through unaffordable
infrastructure costs. Tot, the federal tax structure generally discourages the
maintenance of rental property for low- and moderate-income families, and
landlords are prompted to abandon rental shelter at rate estimated to be

600,000 - 600,000 units per year.

Due to the fact that no coordinated network of housing assistance services is

available, it is difficult to even gather the reaevant information about the

scope of the current housing crisis. For many years, the nation has been

without a cohesive, veil- developed housing policy. In recent years, the

federal role in housing has been shrinking, and this had led to confusion and
further acceleration of the aforementioned problems.

However, the current housing crisis affords many opportunities to improve the
lives and communities of Americans, if innovative, multi-level solutions are

implemented. This policy brief provides several proposed solutions for policy
makers, solutions that recognize the difficulty our nation faces in addressing
these problems while setting up a structure to provide relief to those in

greatest need.

Backgroundt

The National Center for Appropriate Technology (NCAT) was founded in 1976 by
Congress to investigate, critique, develop and transfer applications of
appropriate technology that hold promise for meeting the long-term human needs

for energy, shelter, food, education and transportation. NCAT'a primary

constituency has been the low-income. The organization developed an innovative
small grants program, which provided funding for local energy conservation and
renewable energy projects for the low-4ncome throughout the nation. NCAT has

strong programs of research and development in building technology, and has
monitored the mounting problems of the low-income in obtaining affordable
shelter and affordable utility costs since its inception.

-1-
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The basic prat's' of the appropriate technology approach is to foster local
solutions to problems, solutions that satisfy a number of interrelated
problems. The following policy proposals have local emphasis and control as
their key feature, while calling for a consistent federal response to key
policy problems.

I. law - income Housing as a National Resource

MCAT's contention is that low-4=mo housing should be removed, from a policy
standpoint, from the commodity market, and instead e4ould be seen as
s public resource to be developed and supported.

The current speculative approach to housing development cannot, given current
costs and returns, provide the needed stock of permanent low-income housing.
However, if federally sponsored or planned low-income housing Is "set aside"
from the speculative market system and seen as a national resource, it will
result in benefits for the housing industry and the nation as a whole in
number of ways.

Rather than b.ing seen as a burden on taxpayers and society in general,
low - income housing can provide solid benefits to all sectors of society, by
being the front-lini of the national movement to improve and chins* our housing
so that it meets our needs as a people.

Due to the nature of the housing industry, such changes and improvements may
take decades to transfer to the bulk of new or existing housing. For examle,
through changes in construction practice, it is currently possible to build
housing that is 50 percent more energy-efficient than that currently
constructed at no overall extra cost, but it is very difficult to transfer
these methods and technologies to the decentralized, speculative housing
industry, which may not see a market demand for such improvements.

Tot, low-income housing can demonstrate and document the advantages of
innovations of design, construction and planning, while providing for local
economic development for disadvantaged individuals and families. These
innovations can than be trickled up to.housing for the more. affluent, as they
are adopted by the speculative housing industry. Thus, well-planned government
investments of research, development.and.demonstration in the resource of
low-income housing would provide overall improvements in housing, and in time
upgrade our nation's competitive stance in regard to the trade in foreign
housing components and systems.

Policies must be developed to build a solid, lasting infrastructure of

affordable, innovative, energy-efficient low-income housing, housing that
promotes family and community well-being through proper design, location and
integration into existing support services. Emphasis should be given to
projects and programs that feature proper local planning, involvement of the
users of the housing, attention to employment and transportation issues, and
low-income economic development.

Through support for local organisation and planning, this housing can nerve as
the focal point for a variety of related activities that will ensure local
control over low-income housing, while turning over responsibility for future

1(i 1 2
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development, maintenance and management of this housing resource to the local

low-income community. To ccosplish this end, federal support is needed to

spark activity on the local level.

2. A Network of Houein Assistance and Develo nt Associations

NCAT supports the creation of a coordinated network of local and neighborhood
housing associations that are designed to address, on a local level, the

problems of low-income housing supply, management and maintenance.

Today, responsibility for low-income housing development, production and
management are scattered among a variety of local, state and federal programs,

agencies and private systems. In order to make improvements in low-income
shelter possible, this disorder must be addressed, with a new moos' developed.
Federal policy should be geared toward the orderly move toward the new model,
through federal sponsorship of the best local housing associations and
organizations and through the incentive of federal support of network of

appropriate local organizations.

These associations could provide the focal point for local resources, as well
as manage federal support toward the goals of job creation, job training,
housing maintenance, management and production of further low - income housing

and model community housing developments for low-income persons.

In the last decade, pilot programs have been conducted that were aimed at
providing low-income and tenant involvement in the production, management and

oaintenance of low-Income housing. Such programs men also ensure that
low-income rental housing is permanently available. For example, the model of

the "Mutual Housing Association" in Baltimore provides for low-income tenant
participation and governance of housing, while providing for support far new
housing, appropriate maintenance and the need for tenant security through an

indefinite lease agreement. The tenants do not own the property, but they have

some of the responsibilities and benefits of ownership. In other prograLs,

low-income tenants are provided with education to allow them to manage and
maintain neighborhoods of low-income housing.

The housing policy of the future must include the development of a network of
such model associations, to provide for effective housing delivery as well as

accountability for program results. Such associations would also facilitate

the transition of low-income housing from a commodity to resource, they could

be the basis of participation in the new community housing models needed for

the future of all housing.

These associations could also branch into self-auffictent housing service
businesses that would provide local low-income employment and training while
providing desperately needed housing rehabilitation and maintenance services,
to low-income housing as well as houeing owned by low- and moderate-Income
persons, such as single parents, the elderly and the handicapped.

/*derma support for this network should be priority. This support could best

be phased in on a competitive basis that would allow for performance evaluation
and study to ensure that the network is developed in the most effective,

cost-effective fashion. The foundation for such a network must be carefully

-3-
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laid if it is to be a prime building base for the resource of low-income
housing. A thorough evaluation of the current 'system' of low-income housing
delivery should be a part of the development of such a n6 srk, in order to
maximize current low-income housing resources, attract ave. mole dedication and
talent already working at the local level, and avoid unnecessary dislocation or
loss of low-income housing resources currently in place.

3. Technical Assistance and R h Aimed at Low- Income Housing

MCAT contends that federal support and emphasis should be placed on
multi-disciplinary, objective research, demonstration, evaluation and
technical assistance for the development of low-income housing se a resource.
Without such support, innovation and improvement in housing and community
design and development will never occur in the current speculative housing
system.

In order to make the moat of local resources and provide for other auxiliary
benefits from investments in low-income housing, local housing associations
need access to sound technical assistance. This assistance is best based on
thorough replicable h and demonstration efforts.

Housing must be elevated to a major national priority for such h and
development to have impact on remedying the current housing crisis and slowing
its uncontrolled expansion. But, even with this emphasis, it is unlikely, due
to the interdisciplinary nature of housing, that the current education and
research system will on its own provide the needed momentum for technical
change, innovation in design and development, and the connection to local
economic development initiatives in low-income housing. Thus, special federal
support should be considered for centers of research and education dedicated to
addressing housing problems in a holistic fashion on the local level.

In addition, this federal support is critical to balance the boom-and-bust
cycles in housing and provide desperately needed continuity to the overall
development and improvement of housing in this country.

4. Energy Efficiency of Haw and Existing Housing

Barriers to energy-efficiency investments in low-income housing must
be eliminated.

The soaring costs of energy in low-income housing have been a wasteful and
unnec eeeee ily large segment of federal costs to support low-income housing.
Current federal policies have encouraged this waste for more than id years.
The housing policy of the future must consistently eradicate programmatic
barriers to energy conservation investments in low-income housing, and provide
incentives for the production of the moat efficient new units possible.

From a technical standpoint, energy efficiency improvemento must be integrated
into the overall rpproach to building technology to ensure -he best results.
More than a decade of exparience in improving the energy efficiency of shelter
has shown the energy -rel. d improvements must be made such that the overall
result is positive: quick fixes that cause problems to arise later must IA

-4-
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avoided. Tbn lessons of the last decade, including the need for technical
assistance and continued research, must not be ignored in setting a policy for
energy efficiency Investments in lowincome housing.

As has been shown repeatedly, investments in energy conservation improvements
have strong positive impacts on local economies, offer opportunities for
low-income job training and creation, and help avoid the further loss of needed
low-income units through combining maintenance and energy-efficiency work.

In addition, the energy impacts related to transportation should be a part of
any incentives to reduce energy consumption. Low-income housing should be
protected from the devasta.Ing impacts of sharply rising energy costs - both
for heating and cooling and for transportation to workplaces and childcare
centers.

-5-
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National Center for Neighborhood Enterprise
1367 Connecticut Avenue.N.W., Washingtcn, D.0 20036 / (202) 331.1103
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October 5, 1987

The Honorable Alan Cranston
United States Senate
Washington, D.C. 20510

Dear Senator Cranston:

Thank you for your interest in receiv-
ing broad-based input into the formulation
of 1988 congressional housing initiatives.

Our organization along with the newly
formed National Resident Management Associa-
tion is greatly appreciative of the leader-
ship your committee has provided in conven-
ing hearings and establishing a national
authorization for resident management in the
100th Congress. We are p.rticularly pleased
with the resident management provisions of
S. 825 sponsored by Senator Alan J. Dixon,
and hope that the basic elements of his
proposal will continue to receive attention
in 1988.

There are several additional areas of
concern we hope the ,-mmittee will examine
in the upcoming hearings on housing
authorization:

1) provision of Low- Income Housing by the
lism=Erslitlutsz
The current analysis of housing produc-
tion by the non-proat sector should be
broadened to include resident management
corporations. In several cities, these
organizations have established construc-
tion management firms which have engaged
in creative joint ventures for new hous-
ing generation outside of their public
housing sites. By involving low-income
residents in Comprehensive Improvement
Assistance Program (CLAP) projects, resi-
dent management entities have created a
large pool of expertise and trained
workforce for these more ambitious enter-
prloec. We recommend that resident
management corporations qualify to
participate in "Urban Homesteading" and

"TionbrighlobleamIntoCWortunWes"
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Honorable Alan Cranston
October 5, 1987
Page Two

other federal housing initiatives.

2) Training and Job Creation

In New York, Chicago, Los Angeles, Philadelphia, and other cities
across the country, public housing tenant associations have
expressed a great willingnuss to participate in site management,
routine maintenance, and other economic ventures to create new
resident employment opportunities. Training programs offered
through both the U.S. Department of Housing and Urban Development
and the Department of Labor should be targeted to provide greater
opportunities for improved management capacity and job creation
involving the residents of public housing.

3) economic or Ceiling Rents

As expanded opportunities are provided for tenant employment, it
is critical to reform the current rent payments system which
mandates a flat 30% payment of aggregate family income. The
present system provides a strong disincentive for working
families and economic stability within low income public housing
communities. This inequity should be changed with the
implementation of economic or ceiling rents.

These comments are not meant to provide a conclusive list of the
concerns of public housing resident management experts I do hope
that you will include resident management leadership such as Kimi Gray
(Kenilworth-Parkside Resident Management Corporation), Berth Gilkey
(Cochran Tenant Management Corporation), Mildred Hailey (Bromley-Heath
Tenant Management Corporation), Irene Johnson (Leclaire Courts
Resident Management Corporation) and our organization in the upcoming
round of hearings on low income housing issues.

Thank you for providing this opportunity for comments on the work
of the Housing Subcommittee. Please do not hesitate to contact us for
any needed assistance or further information.

carol

Ofd61^-""

Da id Capkar
Public Housing Resident
Management Demonstration

cc: Senator Alan Dixon
Resident Management Association
National Housing Task Force
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ROBERT ZDENEX
PrAdont

October 2, 1987

The Honorable Alan Cranston
and

The Honorable Alphonse D'Mato
U. S. Senate
Subcommittee on Housing and

Urban Affairs
Washington, D.C. 20510

Dear Senators Cranston and D'Amato:

2021659.8411

Thank you for contacting the National Congress for Community
Economic Development (NCCED) to request ideas on developing a new
national housing policy. We are delighted that the subcommittee
is going to address the pressing national need of affordable
housing.

NCCED and its membership, composed of over 165 community-
based development organizations, think strongly the federal
government has a major role to play in supporting affordable
housing for millions of Americans. We also think that non-
profit community-based housing development organizations are
a critical national resource for producing affordable housing
units throughout the U.S.

In developing a national housing policy, there are several
themes which we encourage the committee to pursue. The first
theme is that housing cannot be divorced from the context of
the neighborhood/rural area where it is located. Policies and
program are also needed for nurturing neighborhood revitaliza-
tion such as human services, decent paying jobs, and a degree
of local control of resources. Secondly, an affordable housing
policy must insist on high quality housing that is affordable
over a considerable period of time. Examples are replete of
abandoned housing units/projects that do not meet the needs of
the local community and provide inadequate housing shelter.
Finally, there is a pressing need for affordable housing
financing to be made on a permcnent basis. The "start" and
"stop" cycles of previous housing programs has caused havoc
with the supply of low-income housing. We urge the subcommittee
to explore programs and initiatives that provide long term
sources of funding for housing production such as an endowment
or quasi-government entity chartered by Congress but operating
independently of federal agencies. The National Cooperative
Bank and quasi-state housing and development programs serve
as excellent models.

1.. Mg 8
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The Honorable Alan Cranston
and

The Honorable Alphonse D'Amato
October 2, 1987
Page 2

In terms of specific programs and initiatives, we hope that the committee will
pay serious attention to the National Community Housing Partnership Program devel-
oped by the National Low-Income Housing Coalition. A special emphasis in the
National Community Housing Partnership Program should be placed on building the
capabilities of non.profit community-based housing development organizations to
produce affordable housing. NCCED, the National Low-Income Housing Coalition,
and a number of other national and local organizations are recommending that an
additional "Title II on Capacity Building" be added to this legislation.

The purpose of this title would be to provide flexible funding to build the
capacity of small housing organizations to engage in housing production. Support
should be provided for activities ranging from staffing to organize tenants to
planning to site acquisition to pre-development activities to project management.
In order to receive funds, nonprofit organizations should be required to demon-
strate that they will be able to increase their production capability through
measured criteria. As was stated earlier, we are recommending that funds be
allocated through a national non-profit entity chartered by Congress that will be
able to provide flexible resources in a timely ranner with staff familiar with
housing production. A state government and local government challenge grant
provision should be developed since there have been an increasing number of
innovative state and local government housing initiatives geared toward generating
affordable housing production.

We welcome the opportunity to work with the subcommittee members and staff
to pursue affordable housing objectives for low-income communities and individuals
throughout the U.S.

Very truly yours,

kt.{,ctt

Robert 0. Zdenek
President

ROZ/vqa

P.S : We are enclosing a copy of the report of The Task Force on Community-Based
Development, Community-Based Development: Investing in Renewal. The task force
is composed of leading private sunders.
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National Cooperatire Business Association

October 5, 1987

The Honorable Alan Cranston
112 Senate Hart Office Building
Washington, D.C. 20510

Dear Senator Cranston:

On behalf of the National Cooperative Business Association, I appreciate
this opportunity to offer ideas as you formulate the "next generation" of

federal housing programs. I commeni you for undertaking this important task
and compliment you for inviting such broad participation in this creative
process.

The National Cooperative Business Association (NCBA), founded in 1916 as
the Cooperative League of the USA, is a national membership and trade
association representing America's ...operative business community. NCBA's
membership includes farm supply, agricultural marketing, insurance, banking,
housing, health care, consumer goods and services, student, credit union,
worker, fishery, rural electric and telephone, state associations and other
types of cooperatives.

NCBA's diverse membership comprises four tiers of cooperative
organizations: national, regional, state and local organizations. These
tiers are represented in each of several membership sectors and personify the
one in five Americans who belong to a cooperative.

NCBA's housing sector includes housing cooperatives and professional
housing organizations committed to the development of cooperative housing.
Several lards of organizational involvement are evidenced through the
membership of such groups as the Cooperative Housing Foundation, the National
Association of Housing Cooperatives, the Council of State Housing Agencies,
the National Corporation for Housing Partnerships, the Massachusetts
Cooperative Task Force, the Naw York Council of Cooperatives, and Greenbelt
Cooperative Homes.

NCBA supports the development and expansion of cooperative business in the
United States and in lesser developed countries; represents the cooperative
business community before Congress, governmental bodies and other national and
world organizations; and promotes international coomerce, banking and joint

ventures by and among the world's cooperatives. NCBA's housing program
encourages the development and successful operation of housing cooperatives in
the United States through legislative advocacy, education and training,
development services and public relations work. In recent years, NCBA's
housing program has emphasized senior and affordable cooperative housing
development.

Representing Merkel Cooperative Business Community

National Cooperative Bush:ars Center

1401 New York Avenue. N.W. Suite 1100 Washington, DC 20005-2160

12021638-6222 Telex 440344

1. n 2 0
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FEDERAL HOUSING POLICY AND COOPERATIVE HOUSING

NCHA believes that the federal government is primarily responsible for
ensuring that all Americans have access to decent and affordable housing. We

view the federal government's response to the nation's housing needs in recent

years as seriously deficient.

To address today's critical shortage of affordable housing, we urge the

Congress to adopt a strengthened federal housing policy which both preserves

and expands the inventory of assisted housing. In achieving these objectives,

we strongly recommend that opportunities for resident participation and
control through cooperative and mutual housing structures be maximized.

We are not recommending a specific program structure for accomplishing
these goals. A wide range of programs, rather than any single Lpproach, will
be needed to satisfy the diversity of housing needs. We do, however,

recommend that the following elements be incorporated in any new program

structure.

* Federal funding must be made available to support the preservation, new
development, rehabilitation and ongoing operation of an adequate supply

of affordable housing. State and local governments do not have
sufficient resources to meet the growing need.

Funding recipients should be gien maximum flexibility to utilize
federal resources in a manner most responsive to area needs.
Approaches which wake the most efficient use of federal subsidies, such
as limited equity housing cooperatives, should be encouraged.

* The existing assisted housing stock should be preserved for extended

low-income use. Financial and tax incentives should be offtred to
private owners of subsidized projects to encourage them to retain
properties for low- income use or to sell to non-profit or tenant groups

who will maintain the low- income character of the property.

Housing cooperatives and mutual housing associations should play a major

role in the provision of affordable housing. For this to occur, however,
cooperatives mutt be placed on at least equal footing legislatively with other

housing forms. Too often, the hybrid nature of the cooperatives form, part
"rental" and part "ownership," has been viewed as a disadvantage, rather than

an inherent strength.

Federal housing programs should be structured to directly support
cooperative and mutual housing development. Housing cooperatives and

sponsoring groups should have direct access to funding, including subsidies
where needed; financing; technical assistance and organizational support.
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Below are some of the many reasons why cooperative housing should be a
cornerstone of our feder.i housing policy:

* Cooperative ownership and control of housing has a stabilizing effect
on communities.

* Cooperatives offer persona of modest means the opportunity for
homeownership and the sense of control, pride and selfreliance
homeownership fosters.

* Cooperative ownership offers residents security and protects them from
displacement.

* Cooperatives benefit from a strong sense of ccessunity and democratic
participation.

* Limited equity resale structures enable cooperatives to remain
perpetually affordable to moderate and low income residents. Subsidies
used to develop such properties are in effect permanent subsidies.

* Cooperatives eliminate the profit lint, providing housing at the lowest
possible cost.

A Cooperatives historically have had lower turnover rates and more
responsible and involved residents. Lower vacancy rates, less
vandalism, lower collection losses and lower maintenance costs
translate to lower operating budgets and monthly costs to residents.

* Cooperatives often discourage leasing, increasing owner occupancy and
and continuity of residency.

* Stable and responsible residents mean lower default rates in
cooperatives. HUD's Section 213 mortgage insurance program for
cooperatives has the lowest default rate of any of HUD's multifamily
insurance programs.

* Cooperative homeowners have all the same tax benefits as singlefamily
or condominium owners, including mortgage interest and real property
tax deductions.

* Cooperative developments often attract other local subsidies. In many
areas, cooperatives receive favorable tar treatment and other benefits
fror local governments, who rostrict .r forbid condominium development.

* Cooperatives are in many areas assessed as rental rather tam ownership
properties, resulting in lower real property taxes.
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* Flexible financing structures which combine both blanket and share

loans can result in lower down payments and monthly charges. The

blanket mortgage permits mortgage assumptions, second mortgages and
takeback financing which facilitates rental property conversion. The

ability to secure additional underlying debt, pledging the property as
collateral, ...voids resident assessment.

I have attached a fact sheet which describes the and finance
structure of housing cooperatives. In addition, it briefly describes
variations of the cooperative structure which have evolved to serve special
needs and income levels.

Again, thank you for this opportunity to express the views of the National
Cooperative Business Association on federal housing policy end cooperative

housing. If we can provide further information, please let us know.

incerely,

L-2)044..40. "4414
Barbara J. Thompson
Vice President for Housing Development

BJT:emd

OAt
fY

78-541 - 87 - 33
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COOPERATIVE HOUSING: THE FACTS

Legal Structure. flouring ceuperatives are a form of multifamily
homeownership. In a cooperative housing project, there are two ownership
entities, the cooperative corporation and the corporation owners, commonly
known as tenant-stockholders. Ate cooperative corporation owns or leases the
project, including the land, dwelling units and common areas. The cooperative
corporation in turn is owned by the tenant-stockholders, who by virtue of
their stock ownership are entitled to live in a 'lfic dwelling unit 'f

their obligations to the cooperative are met.

A tenant-stockholder of a housing cooperative does not Aarectly own a dwelling
unit. The tenant-stockholder owns stock, sometimes called membership
certificates or shares, in a corporation. Stock ownership carries with it the
exclusive right to occupy a dwelling unit and to participate in the governance
and operation of the property either as an elected board member or a voting
stockholder.

The tenant-stockholder is a lessee as well as an owner of the corporation.
The corporation leases the unit specified by the tenant-stockholder's stock to
the tenant-stockholder through an occupancy Agreement or proprietary lease.
This contract between the corporation and the tenant-stockholder spells out
the rights and obligations of the tenant - stockholder to the corporation and

the corporation to the tenant-stockholder. Specifically, it gives the
uonant-stockholder an exclusive right to occupy a unit, participate in the
governance of the corporation, and receive tax benefits and equity increases
in return for financial and personal support of the corporation.

Finance structure. A major distinction between cooperatives and condominiums
is that cooperatives can use both underlying blanket mortgage financing and
individual share loans. The cooperative corporation often finances the
project by obtaining a project or blanket mortgage based on the property's
rental value. As mortgagor, the cooperative is responsible for meeting this
debt obligation, which is passed on to the tenant-stockholders as part of a
monthly charge called a carrying fee. This monthly payment represents the
tenant-stockholder's contribution towaru the payment of principal and interest
on the blanket mortgage, insurance, taxes and maintenance.

The purchase of the tenant-stockholder's interest in the cooperative and the
accompanying occupancy righte ran be financed with cooperative share loans.
Share loans are loans made to the individual purchaser and secured by a pledge
of the stoch and an assignment of the occupancy agreement.

10 24
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Variations on the Cooperative Structure. By modifying the basic legal and

finance structures, a variety of different cooperative forms have been

developed.

* A market rate cooperative sells stock at full market value in the
original sale and permits a market rate of return on resales by
tenant-stockholders.

* A limited- equity cooperative limits the return allowed when stock is

sold. The amount of return permitted is determined by a formula

establIshed in the corporation's bylaws.

A A leasing cooperative leases the property from an investor on a
long-term basis, sometimes with an option to buy. The residents

operate the property as a cooperative.

* A mutual housing association is a non-profit corporation set up to
develop, own and operate housing. Often the corporation is owned and

controlled by the residents of the housing produced.

* An elderly housing cooperative has design and service features

supportive of a senior residency.

* A subsidised cooperative hae received some form of subsidy from a

, government or non-profit entity to lower the cost of the housing to the

tenant-stockholders. Subsidized cooperatives generally are

limited-equity cooperatives.
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housing for Older Americans: Recommendations of the National
Council on the Aging and its National Institute of Senior Housing

I. A Decent Home for Every American

Although primarily concerned with the needs of the elderly,
the National Council on the Aging and its National Institute of
Senior Housing is committed to improving the housing lot of all
of America's citizens. Accordingly, the primary objective in the
area of housing and related matters in the post-Reagan years must
be to fulfill the pledge of the Housing Act of 1949 of a decent
home for every American. Decent housing for all is a reasonable
and humane goal for the richest nation on the earth. It has been
our goal for almost 40 years -- sinct, the Housing Act of 1949.
7t is the Nation's shame that the premise and the goal have not
been achieved, e that the attempt to fulfill that goal has
never been given sufficient priority or appropriate funding. It
is time that we take the goal and the pledge seriously.

It has been estimated that as of about 25 years ago, five
million older people were living in *deficient" housing. Another
recent estimate suggests that about 1.5 million units of
Federally subsidized housing, or about 45 percent of the total,
were occupied by persons 62 years of age, or over. Thus, with at
least several million older people still needing appropriate
housing, and with current Federal efforts for development largely
restricted to funding of 12,000 units a year under the Section
202 direct loan program for the elderly and handicapped, the
likelihood is that little or no dent is being made in the
backlog. Compounding the problem is the fact that there is
continuing deterioration of the housing stock, with the result
that we are falling even further behind in meeting the needs of
the elderly population, as well as that of the population at all
age levels.

Ti. Implementing the Goal of a Decent Home for America's Elderly

A. Expansion of the Section 202 Direct Loan Program

Current Federal funding for housing for the elderly is
limited largely to the Section 202 program at a minimal level of
around 12,000 units for the past few years. Unfortunately, it
appears at this writing that the Fiscal Year 1969 funding for the
Section 202 program will be reduced to support only about 10,900
units (12,689 units were funded in Fiscal 1987). This level of
funding is far below the approximate 30,000-unit level funded
under the Section 202 program in Fiscal 1976, the first year of
funding following the re-implementation of the program as
provided by the Housing Act of 1974.

-1-
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NCOA/NISH recommends 30,000-u it program annually as a
minimum acceptable level. Although 's wold be r substantial
increase over recent years, we must recognize that even at this
1e7e1, the goal of a decent home for every low and moderate
income older citizen will still not be met.

In addition to increasing funding for the Section 202
program, carefu. consideration should be given in the immediate
future to the sharp fall-off in applications for Section 202
which occurred in Fiscal Year 1987. The reason for the fall-of
has not been explored, but such factors as continued concern ov
application requirements (i.e., the expense of forming Borrower
corporations, purchasing land options, and developing the
substantial amount of data required in submitting applications,
"burn-out" as a result of failing to obtain fund reservations in
the highly competitive selection process, tedious processing of
applications, severe cost containment limitations, political
considerations, etc.) may have contributed to the decrease.
Clearly, something needs to be done to increase the volume of
applications given the need and demand -- often characterized by
waiting lists for admission to housing for :.tie elderly of five
years or more and the lack of suitable alternatives. NCOAMISH
recommends that the Congress initiates a GAO study of the 202
application process toward c report with recommendation for
reform. The report should be timely enough to affect fiscal 1989
processing.

In its efforts to seek economies in the development cost of
subsidized housing, OD Administration has imposed rather severe
cost containment requirements. While some such economies may be
warranted, there are many valid complaints among the sponsors and
owners of Section 202 and projects that "cost containment" has
been excessive and has resulted in unwarranted program cutbacks
in housing design and services.

stud of

present cost
programs so that appropriate changes can be introduced for
implementation in fiscal year 1980. without a halt to these
bo us cost containment initiatives, many projects may well be
enti led as having been developed with planned obsolescence in

mind.

B. Hake the Congregate Housing Services Program (CHSP) a
Permanent and Expanded Program.

The Congregate Housing Services Program(CHSP) has proven its
value as a congressionally mandated demonstration program. Even
though the CHSP has been limited Lo a very small number of
participants, it has demonstrated its effectiveness in meeting
the needs of residents and allowing them to remain living in the
community for as long as possible. Legislation is needed to make

-2-
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the CHSP a permanent, tether than a demonstration program.
Authority also needs to be provided so that thousands -- perhaps
millions -- of older persons could receive the various kinds of
BE Ices made available under the program to enable them to live
in relative independence in Section 202 housing and other senior
housing. t should be noted that the Select Committee on Aging
of the House of Representatives has described the CHSP "as a
model of service delivery that is progressive, cost-effective,
and, most of all, humane." The CHSP should be amended to

iencourage State participation and the funding levels be increased
in order to reach a broa er spectrum of o er resi ents. Such an
expanded program would be a response to concerns raised by a
recent survey conducted by the National Center of Health
Statistics. That survey found that three of five persons
entering nursing homes move into such facilities because eir
families no longer have the resources or energy to care for them
and not because of medical reasons.

C. Enact Legislation to Fund Development of Assisted
(Personal Care) Housing

There is a growing recognition and support for the funding
an development of assisted or care-type housing. These
facilities would be intended for older people, who, while not
requiring nursing or medical care on a regular basis, are hava.g
difficulty in living fully independently. They may need help
with housekeeping, cooking, shopping, dressing, bathing, and
other activities of daily living. These are persons whose needs
are not net in fully independent housing, but who do not require
daily, or regular nursing or medical care.

The need for assisted housing should not be used as
justification for a reduction of support for independent housing
as developed under Section 202. It is urged th.t Congress fund a
substantial number of assisted housing pro"ects, financed throw h

rect +nsj with subs U z occupancy an persona care an
other services available to its residents.

E. Bar Prepayment of Loans and Mortgages on Housing for the
elderly.

There is a real need to assure not only an increasirg supply
of housing designed for occupancy by the elderly, but that the
housing already developed for their occupancy remains available
to them. It is particul.arly appropriate that housing developed
for the elderly with Federal assistance not be removed from
serving that purpose by the prepayment of Federal loans in the
case of the Section 202 program, or by the prepayment of FHA-
insured mortgages on housing specially designed for the elderly.
Legislation should be enacted in the 100th,Ceegress to assure
that the facilities constructed or rehabilitated for occu anc by
the elderly -- especi-lly the low .nd moderate income e der, --

-3-
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continue to be used to meet their needs for the full term of the
original loan or mortgage or subsidy agreement, whichever is the
longest.

F. Extension or Replacement for Section 8 Housing
Assistance Payments Program.

The 20-year terms of Section 8 housing assistance payments
contracts will start expiring in the 1990's. In the absence of
extensions of t'e presant contracts through legislation, there is
potential for a considerable reduction in the supply of decent
housing for the low-and-moderate-income elderly, even while the
need expands. Unless subsidies continue to be available, many of
the low-income elderly and handicapped could not afford to pay
the increased rents they would have to pay (lee alone any
increases in market rents). The result probably could be mass
evictions without suitable replacement housing. The homeless
problem already is a massive one. It is likely to get much worse
in the absence of an extension of the Section 8 program or a
suitable new program to replace it. NCOA/NISH recommends
appropriate Congressional action to extend Section 8 contracts
for another 20 years and/or to ensure sufficient replacement
Fusing at comparable rents in the absence of such an extension.

G. Expansion of Eligibility for Subsidize& Occupancy

Many older people of very modest incomeu find thenselves
ineligible for subsidies that would help them pay market rents in
their communities. When the Section 8 Housing Assistance
Payments Program began, eligibility for Section 8 assistance was
available for persons with incomes of up to 80 percent of area
median income. While limiting eligibility to a substantial
degree, a significant number of low income people were able to
obtain occupancy in decent housing through this subsidy
mechanism, which they would not have been able to afford
otherwise, since rents in the private, unsubsidized market were
beyond their ability to pay. Unfortunately, :hanges in the
Section 8 program were enacted to limit eligibility generally to
those with incomes no greater than 50 percent of the median
income for the area. This change removed many low income people
from the ranks of the Section 8 eligibles and subjectej them to
finding whatever housing was available in the community, often at
rents far beyond .easonable rent-to-income ratios. Recently,
this problem was recognized in H.R. 4, the House-passed housing
authorization bill, in which provision was made to permit up to
25 percent of the families assisted under Section 8 to be in the
50-80 percent of area median incomes. The Senate, in the
meantima, has approved a provision retaining the five percent
limit on tenants with incomes between 50 and 80 percent but would
require HUD to permit the five percent limit to be met on an
aggregate basis, rather than placing a five percent limit on each
individual project. What the final outcome of these provisions
is not known at this time.

- 4 -
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NCOA/NISH recommends that the Section 8 program be amended
to permit eligibility for those with incomes no higher than 80
percent of area median income.

H. Alternative Housing for the Elderly

In addition to specially designed multi-family housing for
the elderly, there are other types of housing and living
arrangements which have considerable potential for helping to
resolve the housing needs of the Nation's elderly. NCOA/NISH
recommends that financial incentives be provided for the
development of these alternatives, including, among others,
shared housing, accessory apartments, and ECHO housing. These
living arrana.lents are important options that enable older
persons to tontinue to live in the community for as long as
possible.

I. User-Friendly Housing

Many older 1-tople find that their homes are not designed to
accommodate to their changing physical conditions. Shelves
become too high and too deep to reach; counters too high, back
burners too far to reach, electric plugs too low, stairs too hard
to climb, etc.

NCOA/NISH recommends that Congress require HUD to invest in
the dAsign and development of environments that meet the needs of
Erder residents.

J. Assistant Secretary of Housing for the Elderly

Federal assistance to help finance the development of
housing specially designed for the elderly has been in existence
since the Housing Act of 1956, when such housing was authorized
under the Public Housing Program. Since then, housing programs
for the elderly have expanded to the point where billions of
dollars have been invested in housing for older people with about
1.5 million units of subsidized housing (not necessarily
specially designed for older people) occupied by senior citizens.
Given this investment, the hundreds of thousands of units
designed for them, and the increase in the number of housing
programs focustng on the elderly, it is long overdue that .he
Department of Housing and Urban Development have at its top level
an Assistant Secretar of Housin for Senior Citizens to
coor nate the var ous programs, represent t e Department as the
Secretary's spokesperson for the elderly and to advise and
consultittleConressonallmatters
related to older peop e an their ous ng needs.

- 5 -
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K. Housing for the Next Generation of Older People

The huge bulk of housing specially designed for the elderly
in this country has been developed over the past 25 years. With
the pazsage of a quarter of a century, the housing to be
constructed for occupancy by the next several generations of
older people should be designed in recognition of the fact that
their needs and preferences probably will be quite different in
many respects from those of the older people who have been the
occupants of such housing in the past several decades. These
later generations of senior citizens are likely to be better
educated, even more involved politically than now, healthier,
more independent, and less willing to accept the dictates of the
rest of society. They may question the kinds of housing offered
to them and be dissatisfied with the housing built in these past
several decades. In short, older people may be so different in
terms of how they look at their housing and living arrangements
that we need to plan now to conduct in depth research on their
needs and preferences before we add many more billions to the
existing investment on their behalf.

- 6 -
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NEW YORK HOUSING CONFERENCE
1780 BROADWAY SUITE 600

NEW YORK, NEW YORK 10019
(212) 265.6530

FTATEMUIT
FOR

SUBCOMMITTEE ON
HOUSING AND URBAN AFFAIRS

Without a substantial commitment of federal funds to low
income housing, we can expect torrential homelessness, starting
in the urban areas and expanding to the suburbs. Condominium
conversion, sale and de.olition of public housing, the loss of
assisted units to "buy- Its" and the end of section 8 contracts
are all factors that will mean a loss of several million low
income units over the next decade. New York, where public
housing remains sound, has over 5,000 homeless families, 20
percent doubling up in public housing and an 18 year waiting list
for section 8 and public housing. Although New York is
struggling valiantly to commit funds to local housing programs,
at best 5,000 new low income uni 3 can be produced annually. New
York State has estimated a need for 665,000 new or rehabilitated
snartments. The problems keeps growing.

The New York Housing Conference would like to see a revival
of section 8 and new public housing. HoWevel, political reality
seems to eliminate the reinstaterent of these "tried and true"
programs. Therefore, we would advocate the following
alternatives to be considered by Congress:

Capital Grants or Deferred Payment Loan

Capital construction grants or deferred payment loans to
nonprofit agencies or profit motivated partnerships, which would
own and operate apartments for low and moderate income families.
Rents would cover maintenance and operations on buildings which
would be virtually debt free. Localities would set cost limits,
Income limits and rent-income ratios, thereby accounting for
regional differences. Similarly rent increases would be
determined by local housing agencies.

However, at least thirty percent of the units in each
locality would be reserved for very low income occupants. Grants
could cover up to 100 percent of acquisition, new construction,
substantial rehabilitation or moderate renovation.

1032
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STATEMENT FOR SENATE SUBCOMMITTEE OH
DOUSING AND URBAN AFFAIRS
Page -2-

Tax Credits

The Low Income Tax Credit program established in the 1986
Tax Reform Act, should be revised to work in tandem with the
capital construction program outlined above.

Certificates as an Entitlement

The Section 8 Cerfiticate Program should be vastly expanded
to an ontitlemel.. program. Even in debt free buildings many low
income families cannot afford to pay operating costs. In New
York it costs $300 - $350 a month to operate a building.
Families earning less than $12,000 need additional subsidies even
to pay for operating costs in their buildings. If utility costs
o: .,they costs increase, the certificate program becomes all the
more important. Expaniing the certificate program to an
entitlement program sounds expensive. However, as a measure to
prevent homelessness and future crisis, the certificate program
is extremely cost-effective. By spending $3,500 a unit a year,
it might be possible to avoid spending in excess of $20,000
annually for a homeless family. One way to minimize the budget
impact would be to estimate each year's expenses, rather than
calculating the multiyear expense for a specific unit, and
placing.that enlarged number in the first year budget.

New York Housing Conference
Clara.Fox and Duncan Elder
Co-Chairs

Carol Lamberg, Staff Director



1020

:,,,,;z:;;;;* 1'74

lussellvllle -1.
Housing Authority
Incorporated. If-
P.O. Boxcars

"4.'ff

Russellville, ALitiOSS . . *;
"

235-332-15C1

c

July 31,1987

Senate Housing Subcommittee
Room 535
Dirksen Senate ()Mee Building
Washington, D.C. 20510

Dear Committee Members:

As a member of the Public Housing Authorities Directors Association, I thin*
you for the opportunity to share my views on needed legislation. These should
include the following:

L Minimum Rents Inclusion
2. Ceiling Rents Reins..;;.-.ent
3. Grant Funding of Agencies on an equitable basis
4. 7..!rther Deregulation of PHA's

Stig better, Deputy Assistant Secretary James E. Baugh of HUD, has fc dated
an idea he entitles defederalization of rents. Perhaps it would behoove y au to
have Mr. Baugh expound on his concept. I certainly would support what I have
heard of his idea to date.

Thanks again.

4
-Is : u.

pb

Copies tc: PHA/DA
James E. Baugh.

COMMISSIONERS
DIII Hot :41 - CHAIRMAN
81I1 Sibley - VICE-CHAIRe.4AN
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Rose Woolen 7
Bred Grover
Erik W. Madden - EXECUTIVE DIRECTOR
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SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY

Suggestions for Changes in Federal Housing
and Community Development Legislation

A. Specific issues Needing to be Addressed

1. Increased Program Flexibility: One of the major
strengths of the CDBG program is the flexibility it

provides local governments in meeting the needs of their
low-income populations. It is essential that this
flexibility be retained and even increased in order for
the program to truly adapt to varying lbcal
circumstances.

2. Home Ownership: In Sacramen n County and throughout the
nation, low-income residents are increasingly unable to
become homeowners because of the disproportional
increases in housing costs. Funds need to be made
available in the form of deferred, low or no interest
loans to move low-income renter families into home
ownership. We ace especially interested in being able
as a government agency, to pu:-:ase boarded units,
rehabilitate them, and then make them available to
low-income families.

3. Rehabilitation Funding: Also to address critical
housing affordability issues, jurisdictions naed an
infusion of funds to provide housing rehabilitat'nn
assistance. In our area, substantial numbers of units,
bot;. rental and owner-occupied, need rehabilitation; the
majority are currently occupied by low-income residents
few of whom as renters can afford rent increases or as
owners can afford housing expense increases. In order
to conserve this housing in a safe and liveable
condition, we need to offer very low or no interest,
deferred loans to cover the full cost of rehabilita-
tion. Currently our grant is too small to provide
adequate funds to rehabilitate substantial numbers of
units.
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4. Homeless Programs: Great pressure has been put on the
COW program to address homelessness especially since
the demise of revenue sharing and reductions in the
Community Services Block Grant. . The flexibility of CDSG
has made it an excellent funding source to provide
emergency shelters for homelessness caused by a variety
of factors and to provide programs to help homei41ss
people obtain permanent shelters. However, the limit on
public services and the dearth of funds have severely
constrained the impact of these programs.

5. Capital Ir,,rovements: Particularly in the City of
Sacramento, large residential areas are in need of
substantial infrastructure improvements. These older
areas were developed without adequate requirements for
provision of curbs, gutters, (kdewalks, drainage, and
fire protection and were later ...nezed to the City.
.They are now occupied by very low to low income
residents who cannot afford special assessment district
fees, the only other mechanism for infrastructure
construction.

6. Fair Housing: Fair housing can be funded two ways: as a
public service under Section 570.201(e)c or as an
administrative cost under Section 570.206(c). There are
disadvantages with bor approaches. Under the public
service category, fait. housing is subject to the 15%
public service limit, an extremely competitive category,
and the program must primarily assist low-income
people. To be effective, a fair housing program should
decide how to pursue complaints based )n an analysis of
the case, not the income level of the client. As an
administrative cost, fair housing would be subject to
the 20% limit. Fair housing should be made an eligible
activity under a separate section of the regulations
which would not be subject to either the 15% or 204
limits.

7. Long Term Financial Commitments: The current year to
year authorization /funding cycle causes unnecessary
complexity, uncertainty and inefficiency at the local
administrative level. To avoid there problems and
provide a sound basis for local planning, federal
legislation should provide greater stability in local
funding. Some means to accomplish this include, but are
not limited to, three year or longer program
authorizations, grants indexing to account for
inflation, and hold harmless provisions.

(2)
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8. Automatic Administrative Tr'nsfer of Unused HAP Contract
Budget Authority for Section 8 Opt Outs to the Local PHA:
Section 8 opt outs currently result in a net reduction
in subsidized units because replacement units are funded
with budget and annual contributions contract authority
authorized for the curren. year. Another problem from
the local PHA viewpoint is complexity and time delays
associated with applying for and receiving discretionary
replacement units from HUD Central. This causes
confusion bordering on panic for low income renter
families fearful of being displaced.

As a practical matter it seems unlikely that the Federal
Government would deny continued assistance to low income
families victimized by opt outs. This being the case it
would be more straightforward and far more efficient to
allow the direct administrative transfer of tenant
subsidies from the opt out project to the local PHA.
Such transfers should be for the remaining term of the
NAP contract for the opt out project in a sufficient
amount to fund the pre-existing unit mix.

B. New Housing Policy Concepts

1. Replacement of the Performance Funding System (PFS) for
Public Housing with a Subsidy Standard Geared to Local
Rental Market Conditions: The PFS is based on an
abstract statistical calculation which is difficult for
local PHAs to relate to and which by most accounts is
not capable of producing accurate projections of PHA
operating costs. This system should be replaced by a
subsidy mechanism which is more directly related to
local :ental market conditions and at the same time
provides incentives for efficient local program
operations. An outline of such a system follows:

a. HUD would establish a fixed subsidy amount by
bedroom size for a particular area based on the HUD
Fair Harket Rent (FMR). The subsidy amount would
essentially be the FMR adjusted for differences in
debt service costs, utility costs, and a tenant
rent factor which would generally represent the
average amount that subsidized renters typically
pay for subsidized units of the same bedroom size
in the general market area under all subsidy
programs.

(3)
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b. A PHA would be entitled to claim the above fixed
subsidy amount for each unit month of occupancy
through a process similar to that used to make
payments to private landlords under the Section 8
Existing Housing Assistance Payments Program. HUD
would continue to monitor for such things as
compliance with income and occupancy criteria, unit
conditions, reserves, etc.

c. PHAs able to operate successfully within the
subsidy level described above would benefit from
simplified record keeping and reporting
requirements and would be allowed to use surplus
revenues for other low income housing related
purposes.

d. PB. s not able to operate successfully would be
subject to more detailed record keeping and
reporting requirements and would be required to
develop approved management plans for corrJction of
deficiencies within a reasonable time.

2. COMBINED HOUSING /CD BLOCK GRANT (HCDBG): Housing ana
CDBG funds would be combinedgle HCDBG grant
to local jurisdictions made on a needs based formula
basis. The grant would replace and hopefully exceed
amounts currently. allocated by the federal government
for the CDBG program and the various housing production
and related development programs, i.e., Section 312,
rental rehabilitation, HODAG, public housing
construction, Section 202, Section 8 construction/
rehabilitation, etc.

First priority for use of HCDBG funds would be the
provision of low income rental housing. Jurisdictions
with high housing costs would be required to spend a
high percentage of their HCD8Gs to meet low income
rental housing needs. Jurisdictions with lower housing
costs would be allowed, not required, to use a greater
portion of their RCD8Gs for housing programs oriented
towards low/moderate income home owners, neighborhood
improvement, economic development and related activities.

1 W4 8..

(4)
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The allowable mix between low income rental housing and
other activities would be determined by a housing
affordability index determined statistically for each
jurisdiction. The index would be sensitive to both the
price of available rental housing and the ability of the
population to afford such housing as determined by such
things as wage rates, unemployment rates, costs of other
necessities, etc.

The allocation formula would encourage and reward local
efforts to foster development of affordable housing
through a variety of means, not just direct construction
or rent subsidies. As a general rule local government
tends to be less sensitive to low income rental housing
needs than to neighborhood improvement, economic
development and home owner housing issues. The combined
grant approach with a priority for rental housing would
create a powerful incentive for local jurisdictions to
weigh these needs more heavily in their planning and
land use decisions. Jurisdictions which exercise their
discretionary powers in such a way as to increase
affordability would be rewarded with greater flexibility
in the use of their HCDBGs. Those with poor
affordability would be required to take direct action to
correct this situation.

Since high housing costs tend to be associated with high
economic growth and job creation, and vice versa, the
allocation rule would tend to allocate federal resources
in accordance with wid.ly held national priorities. In
high growth low affordability areas the formula would
dictate a local strategy of bringing people to the jobs
by requiring that more resources be spent for low income
rental housing to improve access of needy families to
economic opportunities. In areas of economic decline
and a relative surplus of low cost housing the
flexibility would exist to pursue a strategy of bringing
jobs to the people by allowing greater use of funds for
economic development.

3. LOCAL PLEXIBILITY TO COMMIT TENANT BASED RENT SUBSIDIES
TO INDIVIDUAL PROJECTS: As with the Section gTZTEng
and Voucher programs, local governments would annually
receive an increment of funding for housing subsidies
determined through a needs based formula similar to that
Used to allocate HUD budget authority between regions.
As with the Housing Voucher Program, each jurisdiction's
entitlement would be expressed in terns of dollars, not
rafts. Jurisdictions able to achieve a low subsidy cost
per unit would be able to subsidize more units.

(5)
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Unlike current programs jurisdictions would be
authorized and encouraged to link rent subsidies with
specific housing programs and projects in an effort to
decrease subsidy cosjJ and/or increase coordination with
support servicez. Examples include residential hotels,
group quarters, projects financed with HCDBG funds
(described above) or tax credits, and programs that link
housing with other services, such as independent living
skills training for the handicapped, job training for
the unemployed, or provide emergency assistance to
certain groups such as battered women people who have
lost their jobs through no fault of their own, etc.

The minimum term of the local rent subsidy entitlement
could be five years. However, to permit long term local
cocmitments to specific projects, a jurisdiction would
be permitted to commit a certain fraction of it's total
multiyear entitlement to projects with subsidy
commitments of between six and ten years and between
eleven and fifteen years.

The basic rules for tenant income eligibility and rent
payments would be the same as current subsidy programs.
Payments from the rent subsidy fund for designated
development projects would be based on the Section 8
Pair Market Rents (PMRs) for existing units regardless
of whether it is a new construction or rehabilitation
project. However, additional subsidies could be
provided from other sources to reduce rents to
established PMRs.

Rent subsidy funds would be allocated according to
priorities established in the local Housing Assistance
Plan (HAP).

A locally controlled flexible subsidy approach would
foster creativity in the development of programs to meet
highest priority local needs. It avoids the costly,
cumbersome and time consuming exercise of establishing
comprehensive national standards applicable to a wide
variety of local situations. By creating a local
awareness of susidy costs for various types of projects
and providing incentives for meeting those costs, is
would encourage greater efficiency and economy in the
allocation of scarce subsidy resources.

IMmIENOM11111111MEMI
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WORLD CITY I SIOUTOEIN CALIFORNIA
=In I

NOUS= Malt Una

SOVTRUN CALITOZMIA ASSOCIATION OF COVIZINCLWIS
July, 1957

Licri2Otlins

V. are nor at a critical juncture in tern of math:cal, as yell as regioarl

housing policy. Both will be affected by the decisions that will be mode

at the national level. The upcoming national discussion therefore demands

our input. This input, in turn, should be developed at the regional level
vith our understanding of our region's housing situation in wind.

TEC NATIONAL InsUins

Over the past six years, the fedevtl government has begun to move avay froe

the traditional housing pokey, vhich was established during the Roosevelt

and Truman edainistrstions. This national housing policy vu aimed at

providing adequate housing for all inccoe levels in the society through the

establishment of rnedily available mortgage financing for middle income

strata, and subsidies for those vith less income. Even more importantly,

conditions underlying the viability of this policy began to evaporate

during the 1970.s.

The middle income policy vorked well and led to the tuburbanization and

Life level of home ownership we now enjoy. It vas based upon the estab-

lishment of credit through the PEA and VA (for Veterans), is yell as

savings i loan associations primarily dedicated to housing fiw.nce. This

edifice began to crumble vith the high inflation and interest rates of the

1970.s. This financial instability led to a crisis in the savings i loan

industry, since savings bad to be deposited at high rates of interest,

often outside savings 6 loans, in order to avoid erosion in value. sickly

following on this development vas the partial deregulation 0, savings

loans and banks. This meant that mortgage rates now moved vith the rats

in the vorld money markets generally and were no longer 'insulated' by

special restrictions on SiL.s.

These financial developsente led not only to higher housing costs for

middle income households, but also undermined the provision of rental

housing for lover income housing. Contrary to popular perceptions, the

great bulk of rental (and ovnership) housing for lover income households is

- 1 -
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provided by the private market vitbout the benefit of direct goverment

subsidy. Oben Interest ra.es rose, they created new cost structure for

rental housing. Landlords now pay more interest (and opportunity cost)

as a result, and pass it en to tenants in the form of higher rents. This

has led to continuing mterioration of the nusber of units that can be

provided to lover incoae Wambold*. The effect of this deterioration is

greater than the effect of any federal government vithdraval frdi subsidy
provans, In short, it Increases the need for subsidies.

Finally, the federal goverment is moving from a policy of subsidy through

programs such as public housing, new private construction of housing whose

texts will be subsidized, and rental assistance to households that Is

related to the unit they viii occupy, to a policy of whil subsidies to

households and the possible sale of public housing to the tenants. It is

hoped that these mobile subsidies, in the form of housing vouchers, will be

more cost-effective than the older programs that were more keyed to units

than to people.

Whether his new federal approach will blossom Into a full.fledged policy,

or :Anther a new housing policy for the 1990's will instead be based on a

different approach or a coebinatIon, will depend on the discussion that

will occur over the next fey months.

SCLG must be Involved in this discussion.

Our starting point should be support for positions that will lead to a

reduction to manageable proportions of both the middle Incase and lover

!mom housing problem. This mans lover interest rates and available

mortgage credit. Without this precondition, saddle Immo housing becomes

a problem when it need not be, and lover Income housing becomes a problem

of umanageable proportions.

_These Interested in achieving, or recapturing, an hospitable financial

enViroamat for housing should be bat inflation causes the high

Interest rates that 'sill this leposslble. Support for othz-r policies that

may lead to inflation therefore has a disproportionately deleterious effect

on housing.

REGIONAL HOUSING POLICY:

Regional hi tug polic? must contain two components: our region's view of

whit nations:. housing policy should be and our region's policy with regard

to our own lot 1 conditions and needs. The former is discussed above.

1042,1:
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Regional housing policy could be built around the following issue mas, as
outlined in the recent SCAG Regional Housing Strategies Paper:

o Quantity/Affordability

o Distribution

o Equal Access

o Quality

o Tenure

Ve have already discussed the first issus area as part of national policy,
above. The outcome at that level will be more important than any other
factor in this issue area. There are, however, issues we must raise at
this level with regard to permitting requirements, development fees and
exactions, and the proviso-a of infrastructure. These are issues we must
solve at the regional 31 . They.will not be addressed in Vashington in
sufficient detail to be a. ...egful.

Part, but not all, of tat most dire consequences of inadequate policy in
this area is the homelessness we sae around us. Quantity and Affordability

are two sides .f the same coin. This must be kept in mind if ve are to
solve this problem.

Housingdistribution falls under the particular purview of SCAG. SCAG must

identify the distribution of current and future housing need for each

inceme level by jurisdiction in the Regional Rousing Allocation Modal,
mandated by state law. Vork on the 1988 REAM is already underway. Ve hope
to include Job/Housing balance, as well as more traditional distributive
measures as part of this REAM.

SCAG could fulfill a valuable monitoring role in assuring that national
policy with regard to equal access to housing is being carried our.
Failure in this are would frustrate the aims in every other area. Jne

needs only to observe the housing controversies in other regions to see how
fortunate we are to have gone beyond an exclusive focus on ethnic aspects

of housing distribution that still haunt these other regions.

Quality will become a larger issue simply as a result of the rapid aging of

the housing stock in this region. Ve are no longer a 'new' region, sod
vest therefore start thinking about preservation, rehabilitation, code

enforcement, and other !sines that, until now, were more of a concern in

the older regions of the country.

- 3 -
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Finally, tenure %Ill also loom larger as an issue as before. Mali of this

region's households are renter households vs. only about 1/3 for the

nation. The trend here has been tovard an even higher proportt= of.

renters as the middle incase probless, outlined above, have become aorta

severe. It is important to understand that this trend is exactly in the

opposite direction frau ',tare ve should be going. The SCAG-87 Baseline

vork and our vork on the Housing Implications of Migration both shoe that

the demand in the future vill shift tovard homeovnership and away from

rentals. This is based upon the age and other demographic characteristics

of the future population of the re.ion, not upon a value judgment by us as

to the desirability cf homeovnership.

#1050

- 4 -
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SOME PROP( ALS FOR U.S. HOUSING POLICY

FROM CHAPTER 9 RETHINKING RENTAL HOUSING

BY JOHN I. GILDERBLOOM
CENTER FOR PUBLIC POLICY
UNIVERSITY OF HOUSTON

AND

RICHARD APPELBAUM
UNIVERSITY OF CALIFORNIA, SANTA BARBARA

In this Chapter we examine the potential role of the federal government

in directly promoting programs aimed at low and moderate income

households. Drawir.j heavily on the work of a national task force on

housing policy,1 we offer ar. approach which fundamentally rethinks the

ways in which housing is produced, allocated, and consumed in the United

States. This rethinking takes as a point of departure the goal originally

established by the National Housing Act of 1949, "a decent home and a

suitable living environment for every American family." In the proposed

Program, this commitment would be .expanded into a legal decla_ation that

every Anerican household has the right to hcusing which is decent, safe,

sanitary, affordable, compatible with resident needs and under democratic

resident control. Adequate and affordable housing would thereby Lecome a uni-

!This Chapter is based on a National Comprehensive Housing Program that
was drafted over a three-year period by the members of a national task
force on housing policy, working under the auspices of The Institute for
Policy Studies' Alternative Program for America Project (see Appelbaum et
al, 1986). Task force members include Emily Paradise Achtenberg, Richard
P. Appelbaum, John D. Atlas, Art Collings, Peter Dreier, Bob Goodman,
Chester Hartman, Jackie Leavitt, Dan Lindheim, Peter Marcuse, Christine
Minnelian, Carole Selter Norris, ,Mike Rawson, Florence Roisman, Joel
Rubenzahl, and ? ichael Stone. Richard Appelbaum took overall
responsibility for final drafting of the Program, although key components
were initially drafted by other Task Force members, in particular Emily
Achtenberg, Peter Dreier, Chester Hartman, Jackie Leavitt, Peter Marcuse,
Christine Minahan, Carole Norris, and Michael Stone. The task force was
funded by grants from the Shalan Foundation, Sunflower Foundation, and
Seed Fund. The version in this Chapter departs in some significant ways
from the original Program, and is of course the full responsibility of the
authors of the present volume.

1
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versal national entitlement. all citizens would have the right to adequate housing

at an affordable price. Such housing would be secure with :espect to tenure,

permit locational choic% and respect the special housing problems of

women, minorities, and the disabled. The attainment of such housing would

become .. national goal of the highest order, to wh:a substantial public re-

sources woul( be devoted. In order ...hieve this goal, the Program would

provide that local, state, and federal governments have a responsiblity to

use their powers to meet the housing needs of all segments of the

community.

Throughout this book we have sought to demonstrate that the market

economy has failed to provit:: adequate housing to thcse who need it most

in either of its twu principal streams: private ownership or rentals. The

Program would therefore establish that alternative forms of housing

allocation and tenure must be implemented for a significant portion of the

housing stock. We term this portion the third stream of commur based

housing. It would exist -alongside the existing two s.reams, to serve .he needs

of the growing numbers of households who are ill-served by the

marketplace. By community-based housing we simply mean housing that is

non - profit, rtnd is produced and operated according to the principit ,-.,; tne

national hcLs.Ing goal. There are already many examples of s.ch aousing, of

which the two most familiar are existing public housing and cooperative

housing with resale price controls. Other examples include university

student and faculty hcusing, military housing, and in general any housing

owned by a -non-profir or governmeatal entity. The principal difference
----....._

...,....
eamong these form- of such ousing lies in the degre 3-1'TitIrfa the ,,nit.. a

cooperative housing, residents are considered to be tenant-owners, while in

2
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other forms they are regarded as solely as tenants. Tenant-owners are

permitted some investment stake in their unit, while pure tenants arc not.

Other differences may have to do with tenants' rights (for example,

modifying. one's unit, or subletting), management style, and security of

tenure. Under the proposed Program, however, tenants in all community-

based housing forms would be guaranteed the rights Jrdinarily associated

with ownership, as well as full protections against eviction, involuntary

displacement, or other threats to secure tenure.

In exchange for these rights, tenants in community-based housing would

forego the , ight to resell their housing at a speculative profit. The role of

profit in community-based hous.nz would be eliminated over time,

substituting instead the basic principle of community control. This would

apply not only to the production, financing, ownership, and sale of housing,

but to decision making in the housing sphere in general. These guara.. -es

need not entail centralization of housing programs in a federal bureaucracy.

/he federal government's role would be limited to setting standards and

minimal requirements, providing financing, and assuring enforcement.

AdministraticA would be local.

Community-based hot.5ing would be crea.ed through a series of

mechanisms which:

o prod, e significant amounts of new and substantially rehabili-

tated housing for community-based ownership;

3
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o actively promote the transfer of existing privately-owned rental

housing to the community-based sector, while ocouraging the vol-

untary conversion of private homes to social own.rship through

fostering opportunities for homeownership without speculation,

o mandate the conservation, upgraiing, and general enhancement of

existing public and subsidized units; and

o assure residential rescurity in the remaining private rental housing.

Each of these mechanisms would be embodied in a separate Act

(reviewed below, following the discussion of short-team measures). Localities

would be required to develop and implement plans for :he creation of

affordable, community-based housing by utilizing a combination of

strategies, taking into account specific kcal needs and market conditions.

Federal fund: would be provided for a variety of programs that could be

designed at the local level to acccnplish these ob:ectives, consistent with

federal standards and specified national housing goals. The Program would

also call for a variety of tax and flint...log measures intended to enhance

the growth of community-based housing sector.

Although much of tl".e Program would not be attainable in the immedi-

ate future, many of its starting points could be implemented today. Indeed,

some components are based on initiatives and experiments already being

carried out in Sweden as well as other parts vi Europe and America, albeit

in a limited way. Building upon these examples, the Program seeks to be

responsive to current conditions as well as supportive of broader changes.

4
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We therefore begin with a consideration of some short-term measures wlsich

might constitute an interim bridge to the more radical, long-term

components. These proposals are designed to alleviate some of the immediate

difficul.ties confronted by tenants and other low- and moderate-income

households, although they do not address the root causes of the problem.

They are moderate measures that arl consistent with past approaches to the

housing problem.

Short-Term Proposals

Tax Mew:des

Although parts of the Internal. Revenue Code are ostensibly intended to

encourage productive investment in housing, in fact as t- have seen they

promote speculation, resulting in higher prices and over - consumption of

housing. The present tax system contributes materially to inflation in rents

and prices, while costing the Treasury billions of dollars annually in

revenues lost to income tax deduction^ and other loopholes.

The overall goal of any progressive tax reform measure is to promote

community housing goals, end speculation in housing, and redirect resources

into productive housing investment in the non-profit sector. A secondai y

objective is to rnder the tax system more progressive, through eliminating

measures which redistribute wealth upwards. Finally, to the extent that tax

reform generates increased public revenues, they could t..; used to finance

the long-term community housing programs proposed below. While tt.ese

reform measures will not by themselves generate sufficient revenv-s to fund

5
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the entire housing program, they do have the potent of recapturing tens

of billions of dollars lost to tax loopholes.

The homeowner deduction for mortgage interest and property taxes ccst

the U.S. Treasury an estimated $70 billion in 1986. Allowing homeowners to

deduct mortgage interest and property taxes is extremely costly, while

contributing to overconsumption and inflation in housing. Furthermore,

homeowner deductions almost entirely benefit upper income owners, both

because homeownership is in part a function of incomr, and because those

homeowners who do in fact itemize deductions fall almost entirely into the

highest tax brackets. Only one-quarter if all households claim the

homeowner deduction, while 60 percent of all benefits accrue to the top 10

percent of the income distribution.

On the other hand, it is clear that the homeowner tax deduction enjoys

considerable popularity, and is widely if (in our view) incorrectly perceiveu

as being of general benefit to homeowners. In the short term, therefore,

several measures are possible which would extend the benefits of this

deduction to all homeowners, reduce its contribution to :-.flation and

overconsumption of housing, and genera:: some aiditional tax revenues by

reducing the overall level of tax expenditure.

As a first step, the homeowner deduction on second homes (such as

vacation homes) could be eliminated. In the somewhat longer term, however,

the homeowner deduction could be replaced with a tax credit and 7,. This

would make it available to the large majority of homeowners who do not

itemize deductions, since tax credits are claimed directly on the 1040 form.

The credit would be set at a rate ermivalent to the tax bracket of middle

6
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income homeowners--alound 25 percent prior to the 1986 Tax Reform Act.

That is, 25 percent of interest and property tax payments could be used to

directly offset other tax liabilities, regardless of the taxpayers income tax

bracket. A cap would be set on the amount of credit that could be claimed,

based on median home prices, interest rates, and property taxes in the local

housing market. Such an interim limitation would not generate large

amounts of revenue, since at the same time it will extend tax benefits to a

much larger number of households than presently claim them. It would,

however, reduce housing demane at the to end, and thus have a dampening

effect on inflation.

A second set of tax reform measures would address the problem of

depreciation allowances fo: rental property. While the costs of maintaining

rental property are rightfully capitalized as ordinary business expenses,

fully Jepreciating the property's value aver 15-18 years (or, under

accelerated depreciation, writing off 46 percent in the first five years)

provides a windfall to the owners of rental property is costly to the U.S.

Treasury, and encourages the rapid turnover of rental property as its short-

term benefits as a tax shelter are exhausted. Depreciation thus encourages

rental housing to be regarded as another short-term componer.t in an

investment portfolio, to be bought and sold according to the conditions of

the capital markets. This is perhaps one reason why there has been a trend

towards greater professionalization of rental housing ownership in recent

years.

While the 1985 Tax Reform Act will partially address this problem by

extei.ding the depreciation period and reducing acceleration (see Chapter 4),

7
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we feel the Act does not go far enough. We propose the following measures.

As a first step, all accelerated depreciation for rental housing should be

eliminated. As an interim measure, ordinary (straight line) depreciation

could be extended to 30 years, and it availability made contingent on

certified code compliance and demonstrated evidence of adequate

maintenance. In the long run, all rental housing depreciation allowahces for

the original cost basis could be eliminated, although provision would also be

made for depreciating capital improvements or deducting the cost of a

replacement reserve. While there will undoubtedly be some reduction in

private rental construction, the federal revenue savings resulting from such

measures could fund offsetting community-based housing construction. The

elimination of the depreciation allowance would remove a major incentive

for speculative and inflationary trading in the existing private rental

housing stock.

A third set of reform measures concerns capital gains and anti-

speculation taxation. It makes little economic sense to give preferred

treatment to capital gains realized upon the sale of land or housing. Capital

gains taxation, like the depreciation allowance, is intended to encourage

productive investment by reducing the tax liability of profits that are

earn .d as a result of such investment. In the case of housing, however, it is

difficult to argue that profits from sales result from such productive

investment in the ordinary sense of the word. Rather, in most cases profits

result from inflation aloneparticularly inflation in the value of land.

In the long run, therefore, capital gains preference for income from the

sale of rental housing could be replaced by a windfall profits tax on all

8
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sales.2 As an interim measure, local anti-speculation or deed transfer taxes

could be encouraged. Such taxes, which have been adopted by some

localities, have tax rates which are inversely graduated according to the

length of holding. For example, the gain on property held less than one year

might be-taxed at 95 percent, with the rate declining by 5 percent per year

through the tenth year, and 2 percent pe,. year thereafter, eventually

levelli. off at 10 percent for property held longer than 30 years. Such a

tax would likely be politically popular, particularly if sales or profits below

a minimal amount were exempted. Such a tax would have the advantages of

raising revenues while discouraging speculation; this, in turn, would help

cool off overheated housing markets, stabilizing neighborhoods threatened

by-rapid inflation.

Finally, there are a number of possible measures directed at local tax

reform. The present property tax is regressive, since low-income households

pay a higher percentage of their incomes for housing than higher income

households, and local assessment practices have been shown to exacerbate

the inequities. This is particularly true in places where property values have

There are several caveats to this y.roposal, however.

o An overly steep windfall profits tax could eliminate virtually all
incentive to buy and sell rental housing. Thereore, the tax would
have to be restricted to an appropriate range, to insure market
allocation.

o Such a tax might have the effect of reducing the incentive to
construct rental housing. To partially mitigate this effect, the tax
could exempt the first sale of ary building *.dy its developer, in c..11;eli

case profit would be taxed at the ordinary rate.

o Similar considerations should apply to substantial rehabilitation or
other capital improvements. Such productive investment should be
encouraged, and the resulting increase in value therefore be to Id at
ordinary rates.

9
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inflated much more rapidly than incomes in recent years. (It should be re-

called that rental property owners pay these taxes out of rents.) The wave

of anti-tax measures, beginning with California's Proposition 13, is a re-

sponse to these inequities; the benefits of such measures have gone largely

to the wealthy.

The property tax could be made more progressi e by charging higher tax

rates for more highly v: lued property. Such a reform might apply to all

residential real e.,tate, including residentially-zoned vacant lots. A minimum

full tax exemption, tied to local conditions, could provide circuit-breaker

relief to low income homeowners and low income residents of private rental

housing (in this case, rents would have to be controlled to a:aure that the

tax savings were passed through to tenants). A portion of the local property

tax could be earmarked for community housing programs. In a similar

fashion, a luxury housing tax could assess higher taxes on certain classes of

luxury housings

Financing Afforiable Housing

A number of programs could generate various forms of subsidy within

the private credit economy. To the extent that costs are borne by private

3The principal features of such a tax might include:

o A progressive tax on the landlord's rental income from luxury units- -
that is, units that rent fot more than a specified amount, the amount
determined by median ion; tenants' incomes;

o a progressive deed transfer ta) on luxury rental units--that is, units
that sell for more than a specified amount, based on local market
characteristics; and,

o a similar progressive deed transfer tax on luxury homes.

10
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credit institutions, they involve no significant public costs. Thcy arc

intended to "steer" private credit towards community housing objectives. For

example, an extension of the existing Community Reinvestment Act concept

could include not only geographical responsibility, but also an affirmative

obligation to meet the housing needs of low and moderate income and

minority households, by expanding and upgrading the housing supply

Differential taxes could be levizd on private credit institutions, with rate

difference's rewarding preferred types of lending. Revenues raised by such

taxes can be targeted for use as direct grants to the non-profit housing

sector. Loan setaside requirements, could be established. according to which

lenders would be required to invest specified amounts (e.g., 5-10 percent of

assets) for designated community housing objectives. Differential reserve

requirements ,-oastitute another means of steering credit allocation. Under

this approach, special reserve requirements would be established for

mortgage loans, with larger deserves for higher-cost mortgages. Low-cos,

mortgages could be exempted altogether, and lenders given a reserve credit

for such loans as well. The mortgage reserve balances could then be invested

in low-cost housing. To the extent that lenders meet housing targets, the

differentials would be reduced or eliminated. Finally, a below market

interest rate requirement could be established, whereby a certain percentage

of loans would be made at below-market rates for community housing

purposes. This would result in an inter _al transfer (cross subsidy) among

borrowers, whereby recipients of low interest lo.ans would be subsidized by

other borrowers. This approach is similar to inclusionary zoning, hereby

developers are required to price a tdd.gtted percentage of units for low- or

moderate-income occupants.

11
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Given the increasing role of insurance companies, pension funds, and

other nonbanking institutions as a source of housing credit, care must be

taken that such measures, if adopted, are not punitive towards traditional

lending institutions. Any legillation which creates such measures should

apply them squally to all sources of credit, and carefully monitor the results

to insure that the private credit economy is not destabilized.

Building on Existing Government Programs

There are a nu ,ber of federal programs which could be modified to

provide some community housing. In any federal project where private

developers receive funding (such as through Urban Development Action

Grants), a federal requirement could be established whereby some

communit, housing be provided as a part of the project. For example, urban

redevelopment programs often, offer the potential for public acquisition of

iand as well as public ccntrol over the development process, and could thus

be used to facilitate construction for community ownership. Tax exempt

bond financing could be replaced v.fth direct federal financing through

Community Development Block Grant and Urt in Develop...tent Action

Grant programs. Despite their limitations, these two programs do constit.ite

already existing mecha..isms whereby direct disbursements are made from

the federal Treasury to localities for public purposes. Finally, turnkey-type

programs, including the few remaining public housing projects under

construction, can contint. o provide units, so long as projects are subject to

appropriate design and construction standards.

1,05,Geir-.;.

c
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A Long-Term Program

To reiterate, our intention is to provide housing that meets the needs of

those low- and moderate-income households not served by the present

system. To achieve this end, we offer a .umber of long-term measures

which can serve as a guide for future action. These measures are intended

to secure and enhance the rights of use ordinarily associated with private

ownership: security of tenure, privacy, the right to modify one's living

environment. Only the right to profit in housing would be unavailable to ..

those households who choose this alternative. Because community-based

hcuEing eliminates profits from production, financing, and ownership, its

cost will include only operating and maintenance expenses. Nonetheless,

subsidies will be provided where necessary to assure that rent payments

reflect true ability to pay. Under this Program, housing is operated only for

resident and community benefit.

The community-based housing stock will increase both as a result of

production programs, and from conversion of market housing to various

forms of non-profit or public ownership. At the same time existing housing

which is subject to some form of similar ownership or control--such as

public housing, limited equity cooperatives, and some assisted housing--must

be safeguarded against demolition or sale to private ownership. The

Program will arrest these processes, maintaining and enhancing the existing

ock.

It is important to recognize that low and moderate income housing, in

whatever form it takes, can be designed in such a way as to create a

Immunity feeling and inhibit crime. Newman (1980) has persuasively

13
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demonstrated that multifamily housing that fulfills certain minimal design

requirements can be as liveable as the conventional home. Newman calls for

low-rise units with a clear demarcation between private, semi-private, and

public space, affording optimum surveillance of all exterior communal

space. Where appropriate, childcare and playground facilities can be

incorporated in the design, which should in any case complement prevailing

community standards. Part of the opposition to public housing stems from

its often drab, jail-like atmosphere. There is no reason, however, why such

housing cannot incorporate a "human feel" of uniqueness and individualiLy

that makes residents and neighbors proudas numerous individual examples

of high quality public housing attest. As we argued in Chapter 2, housing is

a symbol of self that confers status within society.

Cooperatives with resale restrictions offer a useful example of

attractive multifamily community-based housing, since they provide many

of the guarantees ordinarily associated with home ownership' Such

cooperatives are operated through a non-profit corporation which holds a

single mortgage on the property. The corporation is democratically run with

an elected board of directors. Under typical arrangements, each new owner

purchases a share for a minimal down payment. Monthly payments then

include each owner's share of the common mortgage, plus a fee for

maintenance and operating expenses. When an owner wishes to move, she or

he sells the share back to the cooperative, which then resells it to a new

owner. Since the whole process takes place within the cooperative

corporation, no new financing ar real estate fees are ever involved.

'The following discussion is adapted from SCIP, 1980 (as reproduced in
Gilderbloom et al, 1981: 240-241.
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The cooperative is termed limited equity because the ap elation in the

value of each member's share is limited by common agreement to a low

levels Cooperative members cannot sell their shares for what the market

will bear. In this way the sales price of units quickly falls below the market

price for comparable housing. While a typical home o: condominium is sold

and refinanced at ever-inflating prices many times over its lifespan, a

limited equity cooperative is never sold. The original mortgage is retained

until it is fully paid off, at which time the monthly payments of the owners

decrease to the amount necessary to operate and maintain the units. The

principal difference between cooperative and private ownership is that

within cooperatives, owners may change many times without the cooperative

itself ever changing owners. Owners share the full rights and privileges of

private owners, including the tax befits which are not available to tenants
..

in rental housing.

Produ:ing and Financing Community-Based Housing

With this example in mind, we now turn to the first of several Acts, the

National Housing Production and Fznance Act, which sets national production

and rehabilitation goals for community-based housing. Under this Act.

Production would be directed increasingly towards non-profit developers.

Fznance would become the responsibility of the federal government rather

than private credit institutions, and would be achieved .::rough a system of

direct capital grants. Ownership would rest in the hands of residents, public

agencies, or community organizations. In all instances, management would

SFor example, California law currently limits appreciation to 10 percent
annual on the original downpayment plus approved improvements.
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be structured to as to promote resident involvement and encourage resident

control over the use of space.

In growing locales new construction of community-based housing would

be a first priority under this Act. In areas that are not growing, or are

-declining in population, acquisition and rehabilitation of the existing

deteriorating rental housing stock might prove more suitable for ownership

as public housing, community-owned housing, or limited-equity cooperatives.

Community-based housing units are the only units to be constructed,

rehabilitated, or financed under this Act, which calls for a redirection of

all federal financial assistance to the non-profit sector. All such units would

be targeted towtrds low- and moderate-income households. The Act's

production and rehabilitation goals would take into account the quality of

the existing housing stock; preservation and upgrading of existing

community-based housing units; goals for converting private rental units to

the non-market sector; and shortages confronted by sp-cific population

groups (see Angotti and Dale, 1981). Needs- assessments would be conducted

by localities as part of their federally-mandated housing plans (scc below),

taking into account their fair-share housing needs. Production and

rehabilitation goals would be reassessed and revised every four years, on the

basis of actual performance.

While in the short run it is anticipated that construction will be done

initially by private for-profit builders, in the long run it is the objective of

this Act to steer production towards the third stream of non-profit

developers and public agencies, whose principal concerns are with providing

decent, affordable housing rather than profit maximizing. This would be

16
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accomplished by offering technical assistance and additional funding to

such groups.

All federal financing for housing construction and rehabilitation would

be limited to either the community-based housing sector, or to privately

owned units that are converting, to that sector. Financing would consist

exclusively of direct grants. Only in this fashion can costs be controlled and

the production of affordable housing disentangled from private credit

markets, whose economic cycles and volatile interest rates were shown in

Chapters 4 and 6 to add appreciably o costs.

While we believe the most cost-effective method for producing

subsidized housing is through the use of direct grants for both equity and

debt capital, we recognize that the federal government can raise the money

for such grants through two methods: taxation and borrowing. In terms of

the principles and objectives of this program, there is a distinct trade-off

between.these two approaches. Taxation, provided it is progressive, is the

most equitable of the two. Debt financing, in contrast, adds the burden of

interest expenses to capital costs, a profit which is typically realized by

wealthy investors. Furthermore, over time debt service becomes an enormous

component of on-going costs, resulting in mounting political pressure to

reduce new allocations. Such pressures could jeopardize the housing program

in the long run. On the other hand, borrowing has the immediate advantage

of reducing current costs, thereby permitting a greater extension of limited

resources in the short run. Given the urgent need for additional housing,

borrowing may provide the best way to produce the most units in the

shortest period of time.

17
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The preferred financing method would depend on such considerations

as intere..t rates, expected inflation, and the rate at which futu:e costs are

discounted to their present value; the valuation of present need over future

costs; the long-term economic danger of contributing to a mounting national

debt; and the political difficulties inherent in debt financing. The balance

between the two methods would necessarily reflect economic and political

considerations at the time annual allocations are made through the ordinary

federal budgetary process. To the extent that borrowing is used, however,

we offer two guidelines: first, the borrowing and repayment plan should be

as progressive as possible; and second, firm commitments should be sought

for the level of actual housing production in future years. Regardless of

how the federal government might raise its revenues for the proposed

housing programs, however, localities and other agencies would realize their

revenues for such programs through direct federal grants.

We believe that any impediments to direct federal fhiancing of housing

are largely ideological and political, rather than economic. Military housing

is a prime existing example of such an approach. In communities where the

private housing stock is inadequate, the armed services have built over

400,000 units of family housing for their personnel. Construction,

maintenance, and modernization has been largely by means of direct

allocations from Congressional appropriations to the Defense Department

budget. Other examples include FmHA's Section 514/516 program, which has

been successful in producing low-cost rural housing, and more recently

HODAG and Rental Rehabilitation grants. (These direct grant programs are

of course not restricted to community-based housing, and therefore, in our

view, serve also to subsidize the inefficiencies of the marketplace.)

18
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A portion of federal capital funding should go towards public site ac-

quisition, through land banking-or other means_to acquire sites for housing

under this Program. While the exact portion devoted to such purposes must

be determined in accordance with local plans, the objective would be to

reduce future -costs of public development by acquiring suitable land as it

becomes available.

Costs of operating community-based housing will be considerably lower

than in the private sector, since they reflect only operation and main-

tenance. Direct federal financing of construction would remove the substan-

tial capital cost component ordinarily included in rental charges, while

community or resident ownership would eliminate ordinary landlords'

profits. Despite the lower costs, however, many households will still have

incomes too low to cover monthly operating and maintenance costs, and so

each project would receive a commitment of universal aper.....4 subsidies.

These subsidies would also be available to privately-owned rental units in

communities that have adopted adequate local housing plans. The operating

subsidies would serve to greatly enhance affordability, while increasing the

attractiveness of community-based housing.

As noted, operating subsidies are necessary initially because, given the

present income distribution, there will frequently remain a gap between

ability to pay and rents, even in the community-based housing sector. As we

have seen in Chapter 4, ability to pay is a function of disposable household

income after spending outlays on such non-shelter necessities as food, health

care, clothing, and so forth. This, of course, varies with income, household

size and other characteristics. These operating subsidies will, however, be
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only approximately one-half of currept Section 8 subsidies, reflecting the

lower rents.

Unlike Section 8, which requires recipients to pay 30 percent of their

income regardless of how low the income or how large the household (and

therefore its non-housing expenses), the proposed operating subsidy levels

will not reduce family income needed for other necessities. As a first step

towards the replacement of the arbitrary no percent formula" with one tied

to a true ability to pay criterion, the 30 percent ratio would be applied to

adjusted annual income on rents, the adjustment consisting of a $1,200

deduction for each household member, plus child care and extraordinary

medical expenses (Table 9.2). Under this formula a fourperson family with

an annual total income of $20,000 and no childcare or unusual medical

expenses would pay $380 in monthly rent (23 percent of total income), with

any difference between rent and actual housing cost covered by the

operating subsidy; a four person family earning $10,000 annually would pay

$130 per month, or 16 percent (Stone, 1983: 111). Over time the formula

could be adjusted to take into account actual non-shelter expenses as

estimated by the Bureau of Labor Statistics, an approach that would be

more accurate and equitable although somewhat more complex to

ad minister.

[Table 9.2 about here]

If a Program were enacted that initially provided 200,000 newly con-

structed units and 400,000 substantially rehabilitated units per year, the

first-year cost would be $20 billion, assuming new construction costs of

$60,000 per unit and rehabilitation costs of roughly one-third that amount.

20
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Additionally, operating subsidies will reach a total of 6.5 million units, at a

total cost of $13 billion--assuming an average pei-unit subsidy of $2,000 per

year (or 5167 per month). The total cost of the production program, with

operating subsidies, would therefore be $33 billion per year.

Converting Existing Market Housing to the Community Sector

Conversions from the private to community-based housing would be

encouraged under a National Housing Conversion Act, the second major

component of our Program. Such conversions may occur either because an

existing owner wishes to sell; is forced to do so because s/he faces mortgage

or property tax foreclosure, or costly required code, enforcement; or finds

him/herself in receivership. HUD-held units constitute yet another source.

In any case, there must exist a non-profit owner who is technically and

financially capable of acquiring the property, rehabilitating it if necessary

while avoiding displacement, renting it at an affordable level, and

administering operating subsidies.

Under the provisions of this Act, the federal government would provide

financial and technical assistance to localities, which in turn would set local

targets for rental housing conversion to the community-based sector. In

addition to administering the funds and providing technical assistance to

groups undertaking conversions, localities would be responsible for

21
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establishing legal mechanisms which to facilitate such conversions .° The

purchase price for conversions would necessarily be determined by market

value. If the proposed Program were adopted in full, under conditions of

adequate supply and in the absence. of tax sheltering and speculation,

market value could be expected to fall to more closely reflect the value of

the unit as a place of residence, taking into account such factors as location,

condition, space, and amenities, while excluding the effects of tax sheltering

and speculation. In the absence of such conditions, however, the paying of

full market price may in some places be costly as well as supportive of a

speculative pricing system. For this reason localities would have to set

maximum purchase prices for different types of units.

3For example, legal mechanisms could be developed to:

o grant the right of first purchase option to tenants' organizations,
community groups, government entities, or other legally defined
community-based owners;

o establish a formula for determining the maximum buy-out price that
may be paid using public funds, in order to discourage purchases
that are excessively costly (e.g., luxury units, speculatively priced
units);

o spell out procedures for determining the proportion of tenants
required for first option purchases, while protecting tenants who
choose not to buy into the conversion;

o require permanent community-based ownership once transfer is com-
pleted (i.e., no housing is ever sold out of the non-profit housing
stock unless some clear public purpose is served);

o establish procedures for speedy local tax title search, to enable
localities to obtain control of housing that is in tax arrears; and

o provide a legal definition of the various community-based ownership
forms that will qualify for funding under the provisions of this Act.

22
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In addition to these measures, provision could be made for a permanent

offer of purchase at a reasonable price of any low or moderate income

rental property in which the mortgage i,s been paid in full and to which

the owner holds clear title. The local government, using federal funds,

would be the principal purchasing agency, and would subsequently either

transfer such housing to an appropriate community-based owner or would

administer it through the local housing authority. The purpose of such a

provision is 10 facilitate property transfers in which the owner, for

whatever reason, wishes to divest him/herself of property at a fair price.

Such a provision would be well publicized, would be especially attractive to

owners who support the concept of community-based housing, and would

expedite quick transfer by providing what is essentially a standing offer to

buy.

,,

Low- and moderate-income rental property that is being, foreclosed by

the bank or tax collector could also provide an important source of housing

conversions. Notice of impending foreclosure proceedings could be provided

to the appropriate local housing agency. In those foreclosure cases where the

market value of the property exceeds the back taxes or debt, the locality

could offer to purchase the properties from their owners for an amount not

to exceed that value, thereby acquiring the property for the community-

based sector. Such an offer would be subject to the maximum price

limitations for conversions, as indicated above. Back taxes would be paid

upon purchase. In most instances the loans would also be paid in full,

although the non-profit owner might in :,ome cases wish to assume the loan

(as when the interest rate is extremely low) in order to lower short-term

costs. (Long-term costs are minimized by paying all dcbts upon acquisition.)

, 23
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In :hose cases where the debts exceed the market value, the property could

simply be allowed to go through foreclosure proceedings. Under the

provisions of this Act, the local government or ether community-based non-

profit entity would have first option to purchase the property .Int the

back or the tax collector for the amount of the remaining debt or less.

Properties that are in substandard condition would be required to be
brought up to code. Owners who could not afford to do so could choose to

sell the property to a community-based owner, at a price that could not .

exceed the market value. Alternatively, direct capital grants could be made

available to the owner to bring the property up to adequate health and

safety standards, provided that the owner agreed to sell the property to a

community-based owner after a specified period of time. The buyout price

could be determined by negoation between the locality and the owner, and

would reflect the current value of the unit 'excluding the amount of the

improvement grant. This approach would enable the owner to derive benefit

from the property for a specified period, while securing future community-

based housing at below-market prices.

Although were are primarily concerned with rental housing, the single-

family how--ng stock constitutes another potential resource for community-

based housing that should not be overlooked. In pirticular, housing that is

under foreclosure proceedings -"a be readily and inexpensively converted to

the community-b-sed housing stock, at the same time protecting homeowners

against foreclosure and eviction. Such a program will be of particular ben-

efit to elderly homeowners who find themselves in mortgage or tax aears.
For example, homeowners could have the option of deeding their house to a
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community-based entity, in exchange for lifetime security of tenure at an

affordable month! cost. This option would be especially attractive for those

homeowners who face mortgage or property tax foreclosure. This form of

protected ownership, which lies between private and community-based

ownership, would safeguard the continued residence of the existing owner,

while wanking the unit for future inclusion in the community-based sector.

A related program could provide home improvement grants in exchange for

deeding the property to a non-profit entity after a specified time. This

program would operate in a similar fashion to the rehabilitation grant

program for rental property.

Initially, we propose the annual conversion of 160,000 rental units at a

per-unit cost estimated at $35,000, and an equal number of homes at $50,000

each. Additionally, 81,000 HUD-held units would be acquired at an

estimated total cost of $1.2 billion. The total annual cost of all conversion

programs is thus estimated at $14.8 billion.

Upgrading and Protecting The Existing Assisted Housing Stock

Assisted housing--such as public housing--is presently in danger of being

demolished, sold, or otherwise converted ,out of the non-profit or

governmental housing sector. Such housing represents an important existing

resource that embodies many of the characteristics we call for in our

community-based housing sector. Accordingly, a National Home Protection

and Improvment Act would address these problems, while also providing for

the upgrading of such units. Under the provisions of this Act, for example,

when the removal of assisted housing residents might be required for some

.public purpose, adequate relocation benefits and compensation would have
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to be provided (along with one-to-one replacement of lost residenti,1 units).

Grievance procedures would also be mandated to insure tenants due process

and the right of appeal. Stringent removal protections could be enacted,

including prohibitions against conversion to private ownership or demolition

(unless some clear public purpose were being served). To assure adequate

maintenance of the existing assisted housing stock, the Act could mandate

code enforcement, while providing adequate federal funding for capital

cxpenditures, maintenance, modernization, and ordinary operations. A

program that might reach approximately 500,000 units (about 10 percent of

all socially owned units) would cost an estimated $5 billion initially, at an

average of $10,000 per unit.

A related problem is that assisted units are sometimes lost to low- and

moderate-income householdseither because they become occupied by

households that no longer meet the original income qualifying standard, or

because government housing assistance payments fall in absolute terms or

relative to the cost of living. The Act would seek to assure continued

affordability of existing assisted units by reserving all such units

exclusively for qualifying households, and by using the universal operating

subsidy program to assure that no such household spends more than it can

reasonably afford.

A final problem concerns poor management in existing assisted housing

projects. One of the principal attractions of single family home ownership is

the degree of control it affords over the use of space. Private rental

housing, by way of contrast, typically affords residents little control over

common areas and often even over immediate living space. Furthermore,
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since tenants are often subject to arbitrary evictioneither directly, or

through rent increases--they often don't experience strong personal

identification with place. The "pride of ownership" is structurally absent

from most rental situations. Other provisions of the Program are intended to

provide residents in the community-based housing sector with all the

benefits and securities of home ownership, excluding the right to resell at a

profit. In this Act we seek to maximize democratic resident control over

housing in the community-based sector (including existing assisted housing),

moving towards eventual management control on the part of residents. The

Act accordingly would mandate resident participation in all signs. cant

aspects of management in the community-based housing sector, while

providing training and technical assistance as needed..

Assuring Residential Security in Private Rental Housing

The private rental housing stock should be regulated to protect tenants

in privately-owned rental units from inadequate maintenance, arbitrary

evictions, and unreasonable rent increases. A National Private Tenant

Protection Act would seek to achieve these objectives by a mixture of

binding regulation and voluntary local compliance. First, it would prohibit

certain classes of tenant evictions, including evictions for luxury

rehabilitation, demolition, or condominium conversion (unless prior one-to-

one replacement and relocation benefits are provided), as well as eviction

for any temporary inability to pay rent that results from involuntary loss of

income. Second, it would tie federal housing grants, block grants, and other

funding to demonstrated local compliance with the overall objectives of this

housing program. Localities would be placed under an affirmative
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obligation to provide adequate and affordable housing for their present and

projected population, and required to demonstrate such compliance, subject

to local conditions, in order to be eligible for any federal funds connected

with housing or urban developent. Finally, The Act would establish a series

of model ordinances- whose adoption would automatically meet federal

requirements. Such Ordinances would include (but not be limited to) such

tenant protections as rent control, condominium conversion and demolition

controls, just cause eviction, warranty of habitability, resale controls, and
receivership.

Some measures would be universally mandated, while others would be

local-option measures that would become mandatory only when it was

determined that a local housing emergency existed. Such a determination

would be based on vacancy and unemployretnt rates, inflation in rents, and

other local conditions which would be specified as part of the local housing

program.

Specific measures would include the following:

o Anti-Discrimination: All localities would be required to insure

maximum freedom of choice in the selection of housing. Specifically,

localities would be required to legislate against arbitrary

discriminate against any person in the sale or lease of residential

property. Arbitrary discrimination in this context would includes

(but is not limited to) discrimination based on race, national origin,

religion, sex, age, source of income, physical disability, marital

status, sexual preference, family size, or presence of children.
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o Warranty of Habitability: All localities would be compelled to

required landlords to provide housing that complies with minimum

standards of health, safety, and livability. Over time, these standards

would be upgraded to achieve adequate levels of residential amenity

with 'regard to energy-efficiency, space utilization, security; and

resident services such as child care.

o Eviction Controls: All localities would be obligated to protect tenants

from arbitrary eviction without such "just cause" as non-payment of

rent, willful destruction of property, or gross violation of community

standards. In these cases, tenants being evicted would be afforded

due process guarantees. When a local housing emergency was

determined to exist, evictions for luxury reh.abilitation, demolition,

or condominium conversion would also be prohibited, except where a

compelling public purpose is served (see below); in any case, adequate

relocation assistance would be provided. Other exceptions would be

established based on local needs and conditions, subject to federal

approval. Additionally, during a local housing emergency tenants

could not be evicted because of any temporary inability to pay rent

that resulted from an involuntary loss of income.

o Rent Control: Local regulation of rents would be required whenever

it was determined that a local housing emergency existed. Local rent

control ordinances would meet minimal federal standards, including:

a) allowable rent adjustments limited to reasonable operating cost

increases, and b) retention of controls for all units subject to the
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ordinance regardless of changes in tenancy, until the emergency

conditions that triggered the ordinance were determined to be over.

o Conversion Controls: Local regulation of conversions to

condominiums or non-residential use would also be triggered by the

existence of a local housing emergency. Acceptable local ordinances

would have to contain a blanket prohibition against conversions,

with two exceptions: conversions to community-based forms of

ownership, and conversions approved by three-quarters of the

existing residents which also provide for prior one-for-one

replacement with equivalent housing. In both cases, adequate notice

provisions, relocation benefits, and other safeguards would be

required for tenants being displaced.

o Demolition: Also where a local housing emergency was determined to

exist, localities would also prohibit all demolitions of rental housing

except those required for a compelling public purpose, with prior

one-for-one replacement of equivalent units and with adequate

tenant notice and relocation benefits. Arson-for-profit, which as we

saw in Chapter 2 results in significant housing losses in some

communities, would be combatted by strict enforcement of existing

anti-arson laws, as well as local legislation requiring that paid

insurance claims be reinvested in the damaged housing. In extreme

cases, unsafe housing would be acquired by local government through

the use of eminent domain.

Total first year Program costs, su...marized in Table 9.1, are estimatcd

at approximately $55 billion. While this would appear to be a large sum, it
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is less than the annual tax expenditure on homeowners' deductions, and less

than one-fifth the proposed 1987 military budget. The question of housing

finance ultimately depends on national spending priorities. There is no

shortage of capital for this or any other public objective. There is, however,

a shortage of affordable capital, which results from three sources: the

misallocation of resources to non-productive uses, principal among which in

our view is the military budget; the reliance on private credit markets for

funding; and wasteful speculation rather than productive investment.

Although we have addressed only the latter two problems, it should be clear

that no adequate housing program is possible without the redirection of a

significant portion of current military spending. There is no magic formula by

which the necessary amounts of new funds can be generated, short of a

major reduction in military spending. Although some limited funds can be

generated by eliminating inequities in the present tax system, an adequate

housing prOgram will eventually require a shift in national priorities and

commitments.

[Table 9.1 about here.]

Program Implementation: Federally-Mandated Local Housing Programs

Most of the measures discussed in previous sections of this Program are

implemented at the local level. The role of the federal government would be

twofold: first, to estatlish general guidelines and minimal requirements

which assure that the housing needs of low and moderate income people

would be met; and second, to provide the financial and technical resources

for localities to meet those needs. In other words, administration of the

various elements of the program is to be as decentralized as possible. This
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would simultaneously avoid federal bureaucratization, and maximize

resident participation and control!

Local compliance with the various Acts of the Housing Program would

be a threshhold requirement for receiving federal funds. Yet the Acts would

operate through existing state and local planning or housing departments,

utilizing the police powers through which state and local governments are

able to regulate the private sector. As a consequence, each locality would

exercise a great deal of control over the housing plan's design and

implementation, although the overall plan parameters would be established

and monitored federally.

The principal provisions of this Act would establish that:

o it would be a state and local duty to evaluate, plan for, and adopt a

program that responds to the needs of all households, including a

regional fair share of lower income and minority families;

o federal funds for housing, highway and sewer construction, economic

development (including small businesses), Urban Development Action

Grants (UDAG), Community Development Block Grants (CDBG), and

other federal programs which directly and indirectly impact housing

would be restricted to states and localities that are affirmatively

satisfying their housing responsibilities;

7We estimate first year federal administration costs at approximately $2
billion (see Table 9.1).
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o local governments would be required to adopt complying local housing

plans, utilizing all their powers and availal le resources to carry out

the programs in those plans;

o states would be required to adopt statutes which designate an agency

(presumably an existing one with housing or planning

responsibilities) with primary enforcemen responsibilities for

ensuring that localities comply with the Act; and,

o HUD would be designated the secondary enforcement body, with

authority to certify the adequacy of state statutes and state'

compliance, and with additional authority to block or delay grants

from federal agencies to non-complying states.

Each locality's housing plan would be required to make adequate

provision for the existing and projected needs of all economic and racial

seiments of the community, and provide for adequate sites for new

construction. The Act would further require that each local government not

only assess its own needs and adopt broad goals and policies consistent with

those needs, but also include in its housing plan an action plan for meeting

those needs. The local housing plan would provide for the production and

rehabilitation of community-based housing, conversion from private to

community-based ownership, and the regulation of private rental housing.

Conclusion: Housing As An Entitlement

As a growing portion of our national housing stock is acquired, pro-

duced, financed, and owned by the community-based sector, with

increasingly adequate public resources channeled for these purposes,
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adequate and affordable housing will become a matter of universal national

entitlement. Accordingly, in the long run this Program will guarantee every

resident the rights provided by all the legislative Acts. These will include

the following:

Affordability

The basic non-speculative nature of community-based housing, with op-

eration and resale for profit prohibited, will significantly reduce housing

costs and enhance affordability over time. Additionally, since housing in

the community-based sector will eventually be debt-free (with new

construction and rchabilitfttion funded through direct grants and the

mortgage debt on converted properties retired), capital costs will be

permanently eliminated from ongoing shelter expenses. Occupancy costs will

be further reduced through progressive property tax reform and increased

reliance on non-profit management, making community-based housing

affordable for the vast majority of residents.

Universal operating subsidies provided on an entitlement basis will fur-

ther assist those residents who are unable to meet even the basic cost of

housing operations in the community-based sector. With rents increasingly

geared to true ability to pay, taking into account the variability in

household income and non-shelter expenditure levels for different types of

families, housing affordability will be permanently guaranteed for

residents. An equivalent level of affordability and subsidies will be

guaranteed for tenants and owner-occupants whose units are in transition to
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community-based ownership. Tenants remaining in the private sector will

also find their housing considerably more affordable, as rent control and

other components of the program which reduce opportunities for speculative

profit are implemented.

Over time, housing operating subsidies will become increasingly resi-

dent-based (as distinguished Iron. project-based) to maximize freedom of

choice for re:adenzs within the community-based sector. This approach, of

course, can only be accomplished within the context a strictly regulated

housing market that includes a substantial non-market component, to avoid

inflationary effects. Ultimately, housing subsidies might be replaced by a

negative income tax which would enable lower income people to meet their

shelter and other needs adequately.

Habitability

As the community-based housing sector expands, the quality of the

housing stock and tne physical standard of habitability to which residents

are entitled will be progressively upgraded. For housing that is owned by

(or in transition to ownership by) non-profit entities, the provision of direct

grants will assure an adequate level of capital repairs while operating

subsidies facilitate ongoing project viability. Unlike the present market-

oriented system where resources are invested in housing upkeep and

renovation only when it is profitable for an owner or lender to do so,

community-based ownership, financing, and production will guarantee both

the incentive and the resources for continuing residential improvement.
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Over time, with adequate capital and operating resources, both new

housing that is produced directly for the community-based sector and

housing that is converted to such ownership will be upgraded to achieve

increasing levels of residential amenity. This includes improved physical

features such as unit layout, apartment configuration, and site and building

design, especially in response to the needs of special constituencies (such as

the handicapped, and single women with children). It also encompasses

operating amenities such as increased energy efficiency and security, as well

as social amenities such as day care and other services that are logically

residentialiy-based.

Additionally, increased voluntary upgrading by residents with enhanced

security of tenure and control of their housing will continuously improve

the quality of the community-based housing stock. Finally, tenants in

housing that remains within the private sector will also achieve significant

improvements in the quality of their living environments, as higher

standards of residential amenity are adopted over time.

Security of Tenure

Under the proposed system of community-based ownership, production,

and financing, security of tenurethe right to continued occupancy of a

housing unit of choicewill be achieved as an aspect of residential

entitlement. All community-based housing residents, including tenants and

owner-occupants whose units are deeded or optioned to the community-
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based sector, will be guaranteed a permanent life-estate except where

removal of the housing unit is required for a compelling social purpose, or

removal of the occupant is necessitated by significant and repeated

violations of community standards. With occupancy charges based on true

ability to pay and management policies subject to resident control, intances

of non-payment, destruction of property, and other traditional causes of

eviction in our market-oriented housing system will be minimized.

Additionally, increasing regulation of conditions, use conversion, demo-

lition, and eviction for other than a 'just cause" will protect tenants remain-

ing in the private sector from forced displacement, while rent control and

other measures will further enhance security by promoting greater af-

fordability. Finally, the creation of new ownership and tenure options not

based on the protection of property values will encourage greater acceptance

of neighborhood change and inclusionary housing patterns, providing a new

basis for community security. As the discriminatory uses of housing in our

profit-oriented economy are eliminated, with affirmative efforts to expand

housing mobility and to revitalize existing minority communities, the right

of residential security will encompass a locational aspect: the right to re-

main in place or to move to an alternative neighborhood of choice.

Control

The right of residents to control their living situations will be progres-

sively achieved under the proposed Program. Low and moderate income

homeowners' ability to maintain control over their housing in the face of

L
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burdensome mortgage debt, property tax, and repair obligations will be en-

hanced through programs offering increased affordability and security of

tenure, without opportunity for speculation. Increased protection of tenants'

rights in the private sector, through collective bargaining as well as limita-

tions on landlords' authority to dictate rents, occupancy terms, tenure, and

living conditions will free residents to some extent from the arbitrary con-

trol exercised by others over their living situations. At the same time, our

Program for the regulated conversion of the private rental housing stock

will significantly expand opportunities for direct ownership and control by

resident associations, tenant cooperatives, and individual owner- occupants,

on an afforiable, non-speculative basis.

Ultimately the level of control afforded to community-based housing

residents as a matter of entitlement will be significantly greater than that

experienced by most homeowners today. Positive features of co't' . al

homeownershipsuch as the ability to modify and adapt one's ,see

to changing needs--will be retained and enhanced as residents achieve

permanent afrzrdability and security of tenure. And since resident and

community benefit is the sole purpose of housing production and ownership

through the community-based sector, residents and neighbors will be entitled

and motivated to participate actively in housii.g design, development, and

management decisions. As more and more of the community -based housing

stock is actually developed and managed by resident-controlled non-profit

entities, opportunities for building and operating housing in a way that is

truly responsive to resident needs will be significantly enhanced.
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Finally, the removal of opportunities for speculation in housing will

enhance community control by increasing neighborhood stability. Enhanced

resident and neighborhood control of housing also implies an obligation for

increased collective responsibility, that is for mediation and settlement of

resident disputes and grievances. It also requires that control be exercised

responsibly within the framework of basic democratic and non-exclusionary

principles, and not be misused to deny housing access or opportunity. As the

concept of residential entitlement is progressively realized, the correspond-

ing notion of residential responsibility will also be achieved.
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Table 9.1

National Comprehensive Housing Program:
First Year Costs

cost/unit no. units
(thousands) (thousands)

total cost
(billions)

N'J Construction for $60 200 $12.0
Social Ownership (a)

Re .i,ilitation for $20 400 $8.0
Social Ownership (b)

operating Subsidies
for.Social Housing (c)

$2 6,500 $13.0

Conversion of Private $35 160 $5.6
Rental Units 4d)

Conversiorof $50 160 $8.0
Homeowner Units (e)

Conversion of -- 81 $1.2
HUD-held units (f)

Modernization of Fxist-
ing Social Units (g)

$10 500 $5.0.

Administration (h) -- $2.0

TOTAL
... $54.8

Source: Appelbaum et al, 1986

NOTES:

(a) Based on 1984 construction costs, adding land and
subtracting finance costs, since financing will be
through direct grants: see Hartman and Stone (1986

(b) Rehabilitation only (acquisition costs are include
under. conversion element); W:nit cost is based
various rehabilitation projects.

(c) Operating expanses only (debt service included and
conversion element). Derived from 1983 operating c
data, adjusted to 1985, and applying Stone's
affordability scale (See Hartman and Stone, 1986:

(d) Assumes full payment of negotiated price in year
purchased (see Hartman and Stone, 1586: 500-501).

(e) Assumes full payment at time of acquisition for
mortgage balance and negotiated equity.

(f) Based upon Achtunberg, 1986.
(g) existing assisted stock only; assumes that most un

need modest but not major rehabilitation.
(h) Conservative estimate.
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Table 9.2

Subsidized Rents Under Proposed Rent Formula*

gross annual income

$1,000
$2,000

rent
amount % income

$4 5.0%
S8 5.0%

$3,000 $13 5.0%
$4,000 $17 5.0%

$5,000 $21 5.0%
$6,000 $30 6.0%

$7,000 $55 9.4%
$8,000 $80 12.0%

$9,000 $105 14.0%
$10,000 $130 15.6%
$11,000 $155 16.9%
$12,000 $180 18.0%
$13,000 $205 18.9%
$14,000 $230 19.7%
$15,000 $255 20.4%
$16,000 $280 21.0%
$17,000 $305 21.5%
$18,000
$19,000

$330
$355

22.0%
22.4% -'

$20,000 $380 22.8%

*Rent*30% net income (gross income less $1,200 deduction per
person). Assumes minimum rent of 5% of gross income.

Source: Stone, 1983: Tables 4.1 and 4.2 (pp. 111-112)

.t



1072

TEE NEED FOR A NEU NATIONAL ROUSING POLICY
by

Joe Carreras

At the lover end of the housing market, ve face a triple threat from a lack of
housing availability, housing affordability and unit quality. Federal housing
development prograas are phasing out and resources are being cut. Local
governments are trying to adapt to this situation by developing residential
space policies and occupancy standards.

The local occupancy policies that are emerging relate to three characteristics
of residential living:

o Under-occupancy due to "empty nesters" and higher income persons
living in more space than they need.

o Over-occupancy or "overcrowding" due to social change and economic
circumstances.

o No occupancy due to an inability to afford any housing at all.

Each of these situations pose a challenge to local government and invoke
different regulatory responses. They also make it clear that a nev
national housing policy is needed to support and focus shelter assistance
efforts.

SPACIOUS LIVING

'According to the 1980 census, half of all homes with 5 or more bedrooms were
:occupied by people over 65 years old, an age group in which the average
.household contains fever than two people. This housing situation is a result of
'changing demographics, and in effect warehouses units needed today by larger
families. Nov to make more efficient use of existing housing is a regulatory
'problem for local government when it considers rules which permit unit
:additions, splits, mergers and conversions or secondary units on suitable lots.
./n a few communities, house sharing has been tried.

.Also, alternative housing is needed if older households that are "house rich and
'income poor" are to find a home more suited to their lifestyle. Ironically,
:here in California, Prop. 13 acts as a disincentive to move due to the higher
.property tax burden that results from a nev home assessment. It may be cheaper
,to stay in your residence with no mortgage or an old low interest rate mortgage
than move toa smaller home.

'Another problem is how do you make homeownership affordable? Today, 7 out of 10
'families in California cannot afford the median priced home (about $160,000 in
:L.A. County). First-time buyers that rent have a particularly difficult time
,purchasing a unit with a reasonable proportion of their income (301).

'The 1980 census indicates that the median income of renters is half that of
'owners. And, in California, the percent of households who own their home is 521
:compared to the national average of 641. More so than in other places, there is
a vide gap between those who own and those who rent. The separation has

.economic, geographic and racial dimensions which divides our region into rich
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and poor areas, bedroom and commercial areas and ethnically balanced and

unbalanced areas, etc.

In terms of rental housing, because of a shortage of units_. relative to demand,

landlords have a tendency to lease units to as fey people-as they can in order

to aJnialse year and tear on their apartments. It is also common for them to

require an amount equal to first and last months rent for a security deposit and

a cleaning fee before they lease a unit. In the aggregate, these deposits and

fees can be quite high.

strong demand for rental units and stiff move-in costs are an especially

vexing problem for lover income persons, especially in communities that have

adopted rent controls. Units are regulated at affordable levels but landlords

lease (decontrolled) vacant units to higher incase tenants, particularly single

persons or childless couples, who say be willing to pay for improvements, extra

spare and for whoa high cove -in deposits and fees pose no special problems.

The practice of leasing units to as few people as possible has the effect of

under-utilizing rental housing resources. It also works against a nuaber of

local government goals to:

o provide affordable housing by higher density standards;

o prohibit age discrimination, especially against families with

children;

o prevent the emergence of illegal units outside of the municipal permit

system to meet the ,demand for shelter.

o provide housing opportunities for all economic segments of the

comeunity

TEE GROWING NEED AND TUE FEDERAL RETREAT

Where does all this leave the poor - recent immigrants, modest income families

with children, our Senior citizens and others on low fixed incomes? In the

bidding war for space, they lose. Local governments try and intervene on their

behalf through local programs using liaited federal, and State resources and

local redevelopment funds, where available. In a fey cases, local inclusionary

linkage programs that exact units or contributions for affordable housing as a

condition of commercial and/or residential development are put in place. Under

extreme conditions, rent controls are adopted.

But what has been done is small coapared to the need. Using the Southern

California Association of Government's regional housing allocation model, ve

found that about 802,000 lover income households (persona earning less than 801

of their County's median income) were paying more than 301 of their income for

shelter in 1980. These were households with an affordability need and did not

count households living in substandard units but not overpaying for housing. It

is a common perception that the market for illegal units is expanding, as our

need for affordable housing has increased since 1980.

Illegal units are part of a "shadcv housing market" which includes living

quarters such as garages and unauthorized additions or conversions. A recent
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Los Angeles Times survey estiiates that there are 200,000 people (mostly
immigrants) living in 42,000 garages in Los Angeles County. They are typically
overcrowded and substandard dwellings. The supply of this cheap housing is
expanding is the available supply of better quality affordable housing is
shrinking due to:

o private apartment owners upgrading their older buildings to meet
earthquake safety standards. The costs of rehabilitation are being
passed through to tenants in the fora of higher rents, with the fear of
displacement posing its greatest threat among people living in Single
Room Occupancy hotels in downtown areas.

o Private landlords tearing down lover cost units and building sore
expensive apartments or condominiums to meet the strong demand for new
housing, or to make way for commercial development. Better quality
apartments are also being converted to higher cost condominiums. This
demand is fueled by our healthy regional economy. If the Southern
California area were its own nation, it would rank 14th in the world in
terms of GNP.

o Popular sentiment in favor of "no growth" and dovnzoning for the sake
of environmental concerns may limit future higher density building
opportunities and raise housing costs near job centers. This late
19800s mood is evident in our coastal counties where most of our
employment centers are located (Ventura, Los Angeles and Orange
Counties), and where vacancy rates are low and housing prices high.
People are particularly concerned about traffic congestion, air
pollution and lengthy home-work trips caused by the additional housing
demand generated by new commercial/industrial development and expansion.

While Federal Government policies affecting national debt, inflattont interest
rates and mortgage interest deductability have a tremendous impact on housing
affordability and prices, other Federal housing and tax policies focus more
directly on the poor. For instance:

o The production of new subsidized housing by the Federal Government has
dropped dramatically. Since 1981, the Federal housing budget has been
cut by 70%. Making up for this loss is a major problem for State and
local government.

o Federal restrictions on privatel7 owned subsidized housing projects
are expiring, and these units may be leased to higher income tenants in
the future. According to a recent BUD study, nationally, 3243 projects
are eligible to opt out, with 268 of them located in
Southern California alone. While the dropout rate is projected by BUD
to be 25% nationwide, in our region it is projected to be nearly 75%!
About 80% of the projects eligible to opt out are located in Los Angeles
County, with the City of Los Angeles alone having 55% of the projects.
Over the next 7 years, 141 projects representing almost 12,500 units
will be eligible to remove themselves from the Federally assisted
housing inventory.

o Recent changes in the tax law may lead to higher shelter costs as
owners try and make-up for their lost tax advantages through higher
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rents. It remains to be seen if this is even partially offset by the
new tax credit program for lover !name housing.

RATIONING SPACE PORTER POOR

All this means that, with less units for rent and facing higher shelter costs,
lover Incase persons are crowding into those units which are available. This
brings -us to one of the most controversial areas of residential space policies:

Occupancy Standards.

Housing Occupancy Standards are adopted by local goverment and applied only to

rental housing. Due'to a Supreme Court decision, local ordinances limiting the
number of persons in an 1-1 zoned single family unit or a mobile home were
struck down, i.e City of Santa Barbara test case. Typically, rental housing

occupancy standards find their basis in local government health and safety
concerns, and limit the extent to which overcrowding will be permitted.

For instance, the City of Loa Angeles has an occupancy ordinance that calls for
a minimum of air. and floor space per person in a rental unit. Effectively, it

allows 2 people per 70 square feet of sleeping area, with each additional person
allocated another 50 sq. ft., or up to 10 people in a modestly sized two bedroom
unit. This occupancy level permits a high degree of "overcrowding."

The U.S. Census defines overcrowding an 1.01 persons per roam. In a typical two

bedroom unit, with a living root, dining room and two sleeping rooms (kitchen
and bathrooms don't count), up to 4 persons could be accommodated before the

unit could be termed "overcroved."

Occupancy. standards are also recommended by Federal Government through the
Department of.Bousing and Urban Developments' housing assistance programs (e.g.

Section 8 and Public Housing). These standards do not permit any degree of

overcrowding in a unit. They call for a maxima of 2 persons per bedroom, with

children over 5 of the opposite sex having their own room. In a typical two

bedroom unit, four persons would be the maxima permitted.

BUD &Isola:: minima occupancy standards of one person per bedroom, so at least

two people would occupy a two bedroom unit. As you can see, BUD tries to

prevent both over-occupancy and under-occupancy..

Applications for HUD funded housing assistance, administered by local Public
Housing Agencies, are logged and filed by the bedroom size that a Easily

qualifies for given the federal standards. For example, if there are 2-4

persons in the family, they would be placed on the two bedroom waiting list.

VHO ARE THE PEOPLE AFFECTED THE MOST BrOCCUPANCT STANDARDS?

According to the 1980 U.S. Census, one in every eight immigrants to the U.S.
between 1975-80 settled in Southern California, with 4/5 the moving to L.A.

County. Almost half (44%) of all recent immigrants were found to be living in

overcroved housing. For the population as a whole, only 8% lived in overcroved

housing. Most of these households were recent immigrants from Mexico, Central

America and Asia.

Among ethnic groups, Hispanics had the highest incidence of living in overcroved
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housing. Thirty percent of all Hispanic households - almost 3 times that of any
other minority group and 15 times that of NH Whites - were living under this
condition (Bispanica:30Z;Vhites2Z;Black:101 and Asians3Z).

Additionally, illegal aliens living in federally subsidized housing or assisted
housing will be asked to move when new HUD regulations prohibiting assistance to
undocumented aliens, many of whoa are Hispanic, are implemented later this year.

Then there are the Homeless. They are the "exiles in the kingdom ", abject and
impoverished. The homeless are the people who have fallen out of the bottom of
the housing market, and spilled out on to our streets and parks. Although
there is no census of the homeleis, Los Angeles County is considered by some to
have one of the largest concentrations of the homeless in the country.
Estimates range from 35,000-50,000 persons. According to a recent U.S.
Conference of Mayors report, families with children are the fastest growing
segment of the homeless population.

The homeless, like the tip of an iceberg, are the visible portion of the massive
problem ve face in Southern California and around the nation - the lack of
affordable housing. Their plight is more than just a matter of personal tragedy
and bad luck. The common need that cuts across every type of homeless person is
the need for affordable shelter and permanent housing.

AMU NATIONAL EOUSINO POLICY

The wealthy 'lave sore space than they need and the poor don't have enough space.
Ultimately, ve need to be concerned less about occupancy standards, and how they
are defined, and sore about producing low income housing that is decent, safe
and sanitary, retaining people in our housing market and retrieving persons
from our streets and parks. The need for affordable housing has never been
greater, but the national inventory of federally assisted housing and other
resources is shrinking.

Without Federal resources to equalize the capacity to respond to our housing
crisis aeons States and jurisdictions, the poorest areas with the highest needs
will be underserved. Local regulations will substitute for diminished national
subsidies and fractionalize the provision of assistance across broad housing
markets. More units will be lost to higher income occupancy than are added by
new program initiatives.

Anew national housing policy is needed which is sensitive to regional housing
market dynamics, and bold enough to provide the fiscal and tax incentives needed
to stimulate local solutions. One of the first steps should be to save as such
of the federally assisted housing inventory as possible. Another is to
emphasize the use of nonprofit developers.

Deep one way subsidies, with a 20 or 30 year fuse on affordability requirements,
should not be incentives for inducing private developer participation.
Organizations dedicated to addressing social goals should be used. Locally
supported private nonprofits say be the mechanism to link public resources and
private capital and expertise.

Private nonprofits can also help assisted tenants buy back privately owned
projects when uubsidy terms expire, or help the Federal government buy back

lop°
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these developments. The need to assure the continued affordability of
subsidized developments is a lesson that should not be lost on us as ve try and
reformulate our national housing strategy and goals.

The federal government needs to charge forvard, instead of backyards, on housing
issues, and like the 7th Calvary, come to the rescue of our embattled poor, and

our beleaguered communities. This is especially true here in Southern
California.
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Rd 07 Box 1027
Harbor Drive
Annapolis, Maryland 21403

October 5, 1987

Senator Alan Cranston
Senator Alfonse D'Amato
Subcommittee on Housibg and
Urban Affairs

SD-535 Dirksen Senate Office Building
Washington, D.C. 20510

Re: National Rural Housing Policy

Dear Senators Cranston and D'Amato:

I appreciate this opportunity to comment on future rural
housing policy as requested in your July 1, 1987 call for
suggestions on the development of a new national housing policy.
My comments are limited to rural housing policy and programs.
Overall, I endorse the recommendations made by the Housing
Assistance Council (HAC), and will spare you repetitious detail.
There are areas of difference, and/or which merit highlighting,
and for which I have provided brief comment. I have identified
seven areas of concern relative to the development of a
meaningful, efficient and cost effective national rural housing
policy.

1. Reliance on tax codes for the development of assisted
housing should be abandoned or curt lied. It is ultimately more
costly than direct financing. In the rural programs investors
only provide five percent of the development costs, so that their
financial contribution is minimal and more than offset by
substantial tax losses to the treasury. Investors have no
interest in holding note for the long term, a fact which is
contributing to the current prepayment crisis. While mitigating
the problems associated with current mortgage loans is a thorny
issue, it makes no sense to compound the difficulties by
continuing the policies which are the root of the prepayment
crisis. Finally, if the sheltered funds could be collected as
taxes by the government, the resulting substantial increase in
revenues would provide a means for expanding federal financing,
more commensurate to need.

2. A direct federal program is essential in rural areas. The
problems unique to rural America require separate consideration
and programs, much as those in the inner cities also require a
particular approach.

n 2(
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3. The rural housing programs must be made more flexible so
that they may be combined with state or local programs, when
available, to stretch service or serve even lower income
households. The truth is that rural housing need far surpasses
currently available federal state and local resources.

4. The Congress must continue to legislate and monitor
,programs and amendments to programs which target rural housing to
those most in need. If there is budget constraint it should fall
upon those most likely to obtain housing without federal
assistance.

5. New programs, and amendments to those existing, must be
developed which either expand our ability to serve those with
very low-incomes or reduce costs or both. I refer you to the HAC
recommendations for specifics. One illustration is their three
alternative approaches for utilizing the Section 502 very low
income program and funds. Another is the creation of capital
grant financing for a portion of the Section 515 program to
reduce long term cost and enhance participation by the public and
private nonprofit sector (desireable for avoiding prepayment and
tenant displacement).

6. Farmers Home Administration (FmHA) must be institutionally
reformed, or replaced by a cabinet level Department of Rural
Development, as a vehicle for the direct delivery of rural
housing programs. Reforms are needed in many areas including
curbing the authority of State Directors to ignore appropriations
acts, redesigning an appeal procedure which will guarantee due
process to the public, vigorous affirmative active enforcement,
overhaul (I recommend subdividing) the finance office, improving
data collection ability and, training employees as to the social
service nature of the agency, etc. That once was loved is now
too often despised. However, there is much worth saving in the
FmHA structure. Ideally Congress would transfer FmHA into the
rural development department, thus freeing it from the burden of
the Department of Agriculture, where FmHA programs have never
baen well received or supported.

7. However the committee decides to proceed, it should not
anticipate development of a policy that will be inexpensive.
Providing housing for .;.ow income families requires either
increased income or subsidy. Technology alone will never bridge
the gap. The cost also cannot be directed to the states, for
many cannot afford the undertaking. As noted earlier it will
take the resources of all levels of government to come close to
meeting rural housing needs.
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I have a long list of more specific recommendations, some of
which are reduced to legislative language. More important is
some recognition of the seven areas of concern and a thorough
examination of the HAC paper.

Thank you for your Work in reexamining national housing
policy.

AMC/lr

Attachment

1f, 4

Sincerely,

Ca/1/74a)-eg;
Arthur N. Collin r.



1081

Arthur M. Collings Jr.

Currently retired from Farmers Home Administration (FmHA) and

employed as a consultant for the Housing Assistance Council, Inc.

(HAC)

Formerly a Special Assistant to the Administrator of FmHA in

a rural housing policy capacity (1977-1981)

Worked for HAC from 1972-1977 while on leave of absence from

PmHA, and 1981-1985 on an I.P.A. detail.

Originator of a number of amendments to Title V of the

Housing Act of 1949. Co-originator of section 321 Rental

Assistance.

Advocate for program beneficiaries, i.e. low income

homeowners and tenants, believing that both FmHA and the industry

are of secondary importance.

Member of the Board of Directors, National Rural Housing

Coalition.
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"TENANT-BASED" RENT SUBSIDIES
and

COORDINATED REHABILITATION OF RENTAL HOUSING

An Essential "Building Block"
In the New Legislative Strategy for Housing

LEGISLATIVE RECOMMENDATIONS

By

Robert I. Dodge III
former Director, office of Urban Rehabilitation
Department of Housing and Urban Development

(Originator and manager of the
RENTAL REWIL.:ATION PROGRAM)
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"TENANT-BASED" RENT SUBSIDIES
and

COORDINATED REHABILITATION OF RENTAL HOUSING

SUMMARY

"Tenant-based" rent subsidies, primarily Section 8 certificates
and vouchers, are an important and successful segment of Federal
assistance for lower income tenants. These tenant-based subsidy

programs are generally accepted as the most cost-effective tool to

house a low income family. '!...ey give the best "bang-for-the-

buck" of all low-income housing.programs thus far tried in

America.

The Rental Rehabilitation Program renovates rental housing to be

available for tenants receiving tenant-based subsidies. That

program also has proven itself to be productive, inexpensive, and

very helpful to lower income families and lower income

communities.

Certificates, vouchers and Rental Rehabilitation all work well
because the rental subsidy is tenant-based and not "attached" to

the units ,or buildings. The tenant has the ability to shop in the
market to get full value for the public rent subsidy. If a new
housing legislative strategy is to be successful in helping a
large number of families with limited funds, the new strategy must

also include a significant "building block" based on tenant-based

rent subsidies.

The present combination of Section 8 certificates and vouchers
combined with the Rental Rehabilitation Program would be a
satisfactory "building block" to include in a new overall housing

strategy. The certificate/voucher Rental Rehabilitation
combination could, however, be improved by using a more flexible
format giving greater management latitude to local officials.

This new "building block" is a formula allocation of funds to
State and local governments. The funds could be used for either
tenant -based rent subsidies or shallow production subsidies
(primarily rehabilitation on the model of the present Rental
Rehabilitation Program). Among the choices to be delegated to
local officials would be the setting of local rent subsidy
ceilings and the choice between the certificate approach of a
ceiling rent set by a "fair market rent" or the voucher technique
of a fixed "payment standard" with no limits on rent paid.

For the new "building block" to match or exceed the success of the
present tenant -based rent subsidy programs and Rental
Rehabilitation Program, the new "building block" must require by
statute that any rent subsidy using this segment of Federal
)Sousing funds shall also be "tenant-based." If that is not done,

I 9 7
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the flexibility of the new program would lead to a diversion of
funds to local housing production programs which use rent
subsidies tied to housing units or buildings. Those "project-
based" programs do not assist as many families per dollar of
federal money as the tenant-based rent subsidies and Rental
Rehabilitation.

To be fully effective, the new tenant-based rent subsidy "building
block" should have a complete management plan thought through at
the time the statutory framework is designed. That was done
successfully with the Rental Rehabilitation Program and that model
is available and suitable for the new "building block."

OVERVIEW

Senator Cranston's mandate is to set forth broad housing
legislation addressing the full range of Federal involvement in
housing. The following legislative recommendations address only a
limited sector of the subject matter to be included in the new
legislation. The recommendations are for only one of the many
"building blocks" needed for a coherent overall Federal housing
legislative strategy.

The primary focus of this recommendation is to emphasize the
importance of continuing direct "tenant-based" rent subsidies as
a primary method for funding new housing assistance for lower
income tenants. "Tenant-based" rent subsidies refer to programs
like Section 8 certificates and vouchers which permit the lower
income recipient to shop in the market place to find the best
available housing unit. Use of "tenant-based" rent subsidies also
very much includes the Rental Rehabilitation Program which is a
housing production subsidy which works with and in support of
"tenant-based" rent subsidies.

The overwhelming reality facing any new housing effort is the
problem of the Federal deficit and the resulting budgetary
limitation on the national government. The expiration of old
subsidies for assisted tenants adds even more demands to be met by
limited resources. We must, therefore, use the most cost-
effective tools and "tenant-based" subsidies (certificates,
vouchers and Rental Rehabilitation) consistently show far and away
the greatest result for each public dollar expended.

The most significant argument against reliance on "tenant-based"
rent subsidies is that they do not meet the need for increased
housing supply for tenants receiving assistance. The Rental
Rehabilitation Program has proven that in most cases, it can meet
the supply need of assisted tenants. Rental Rehabilitation
subsidy costs for rehabilitation of $3,500 per unit are very, very
low; program production is high and the targeted population is
benefitting as intended by living in the rehabilitated units.

"Tenant-based" subsidies differ from "project-based" rent
subsidies in which a tenant must live in the designated "project"
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to receive assistance. Examples of "project-based" subsidies are
Public Housing and all of the low-income housing production

programs except Rental Rehabilitation.

As a general observation, it can be claimed that there has been no
"tenant-based" low income housing program in the history of the

Department of Housing and Urban Development which is generally

considered a failure. (Examples are the Housing Allowance
Experiment, Section 23 Leasing, and certificates and vouchers.)

Conversely, there has been no "project-based" low income housing

program which is generally accepted to be cost-effective and

successful! (If there were a successful "project-based" low
income housing program model, 'we would not have to keep thinking

up new ones.)

For a variety of reasons, some carefully constructed project-based
production programs-will continue to be needed: but, in the future

as is the past, the most cost-effective benefit for lower income
tenants will come from "tenant-based" programs.

RENTAL REHABILITATION AND SECT/ON 8 CERTIFICATES SHOULD BE

CONTINUED - WITH IMPROVEMENTS

The Rental Rehabilitation Program and Section 8 certificates have
certainly peovsd to be effective and should be continued. The

programs'can and should be improved, primarily by giving local
governments more flexibility in setting rent levels, allocating
funds between rehabilitation subsidies and rent subsidies and
targeting assistance to special groups such as the elderly.

Outlined below is a specific legislative recommendation for a more
flexible program as the next evolutionary stage for the "tenant-
based" subsidy approach of Section 8 certificates and Rerltal
Rehabilitation.

It must be stressed, however, that the fundamental element of
"tenant-based" subsidies must be maintained in any replacement
program. If that is not feasible, then the current Rental
Rehabilitation Program and Section 8 Existing Housing Certificate

Program should be continued as is!

NEW PROGRAM - TENANT ASSISTANCE AND RENTAL HOUSING REHABILITATION

Major Problems to be addressed:

1. The Section 8 program is rigid and bureaucratic and thus less

effective than it could be.

2. Some communities need less rehabilitation and more rent
subsidies and the opposite is needed in other communities.
Similarly, in some limited cases, new construction is more cost-

effective than rehabilitation. Program rules are too restrictive

to permit such local judgments.

n.99



Outline of the new program:

1. Fund distribution. A formula distribution should be made of
funds to be used for both tenant subsidies and for rehabilitation
of rental properties.

- each year's allocation should be used by the local or state
government grantee over a seven year period - to fund rental
subsidies, on the Section 8 "finders-keepers" certificate
program modal, for that number of years.

- the local government could, at its option, use up to 15
percent of each year's allocation for rehabilitation subsidies
on the Rental Rehabilitation Program model.

2. "Fair Market Rent" levels. HUD would continue to prepare
"Fair Market Rents" as it does at present. A local government or
State grantee could continue to use those rents in the local
program or could sat higher or lower rates if appropriate in
expending its fixed share of program funds.

The tough choice of aiding fewer families at higher rents or more
families at lower rents would be made by local officials who best
understand the realities and needs of the local market.

Rents set by local governments must be "community-wide" with
tenants free to move to any unit within the jurisdiction
affordable at that rent.

Grantees could follow, or modify, either the "certificate
approach" of setting a maximum rant which can be paid by a tenant
with a variable subsidy based on rent and income or the "voucher
approach" of a fixed subsidy based on a "payment standard" and
family income with no limit on how high or low the actual rent
paid by the tenant.

3. Targeting to specialized needs. The legislation would
continue to mandate that rental subsidies would only be used in
units which meet minimum housing quality standards. In addition,
Grantees could design specialized housing resources with tailored
rant levels for specialized needs.

For example, a grantee could define a set of services appropriate
for the frail and elderly to be made available by a provider in
addition to and along with housing services. The Grantee would
than decide on appropriate market rants for that package of
services in its jurisdiction. Tenants with the specialized needs
would receive the specialized rant subsidies which would be used
to pay a local non-profit (or, for-profit) organization, providing
the services. If more than one provider were available, the
tenant (as with any "tenant-based" subsidy) would be permitted to
shop among the providers.
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4. Rehabilitation Subsidies. Rehabilitation subsidies would
generally have to follow the rules of the Rental Rehabilitation
Program, e.g., at least half of the construction cost to be
financed by the developer with funds other than program funds and
rehabilitation would be targeted to making market rate rental
housing available to lower income tenants receiving tenant-based
rent subsidies. Some specific program limitations of the Rental
Rehabilitation Program such as per unit cost restrictions would
not be needed or appropriate.

5. New Construction. The Rental Rehabilitation Program works
well as a housing production program because it does not permit
tying rental subsidies to "projects" or "units," not because the
program is limited only to rehabilitation and excludes new
construction.

With limited funds and "tenant-based" subsidies, rehabilitation
will in most cases be more cost-effective than new construction
and, given a choice, Grantees will tend to choose rehabilitation.
Grantees should, however, be given that choice. There are some
circumstances when new construction is more cost effective and
Grantees should not be forced to rehabilitate buildings which
should better be torn down and replaced.

CONCLUSION

A Formula distribution of funds for rental subsidies and
rehabilitation of rental units could give greater flexibility and
efficiency to the already successful programs of "tenant-based"
rental subsidiem and the related Rental Rehabilitation Program.

The success of the present programs can be continued by assuring
that the rent subsidy element remains "tenant-based." That means
that any time the program calls for a tenant to be able have
housing services for less than the free market value of those
services, the tenant can shop in the market to get the best
possible benefit from the public subsidy which is lowering the
cost to the tenant.

As part of that approach, property owners are never guaranteed
above market rents or protected from having to provide competitive
services to maintain their income.

The "tenant-based" subsidy is implemented through rules similar to
those of Rental Rehabilitation and Section 8 certificates which
prohibit tying a certificate to a unit and prohibit the public
sector setting of rents for rehabilitated units.

If a successor program does not incorporate strict rules
continuing the "tenant-based" rent subsidy, it would be good
public policy to continue the Rental Rehabilitation Program and
Section 8 certificate programs without major change rather than
adopt a new program which changes that crucial element.
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The Honorable Senator Alan Cranston
Chairman
Subcommittee on Housing and

Urban Affairs
Senate Committee on Banking, Housing and

Urban Affairs
Dirksen Senate Office Building SD535
Washington, D.C.

Dear Senator Cranston:

October 4, 1987

You and your Subcommittee on Housing and Urban Affairs
are to be commended for the comprehensive review of Federal
housing policies and programs which you are undertaking. I
appreciate the opportunity to share my views with you.

I am currently a partner in a real estate appraisal
firm based in McLean, Virginia. Between 1979-1985, I was
the Deputy Director of the Office of Urban Rehabilitation in
the Department of Housing and Urban Development in
Washington. During my service with HUD, I designed and
implemented a national technical assistance effort
supporting city-run property rehabilitation programs, helped
draft and implement the legislation for the Rental
Rehabilitation Program, and managed the Section 312
Rehabilitation Loan Program. Prior to my service in HUD I
worked in local government rehabilitation programs in New
Jersey, New York and Connecticut and was a tenant organizer
in New York City.

I have the following recommendations for new policyand program initiatives:

- A flexible Housing Block Grant Program (HBG), to be
implemented by local, and state governments, should become
the main component of HUD's housing subsidy efforts. Similar
to the successful Community Development Block Grant (CDBG)
Program, the HBG should have national standards for program
eligibility and benefit but leave specific program design upto local and state agencies receiving annual formula
allocations of Federal funds.

- The Departments of HUD and HSS should be instructed to
coordinate the billions of dollars each agency spends on
housing for lower income tenants. Congress should fund
local and state demonstration efforts which link housing and

1 1 R2
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welfare agencies and funding: previous demonstration
legislation was never funded due to Reagan Administration
opposition. In addition, HUD and HSS should be required to
undertake a comprehensive joint review of all of their
programa to identify duplicative funding, low income hoosing
needs which are not being met by either agency, and
opportunities for improved coordination. Funding should
provided for outside consultants and the two departments
should be required to report their findings 'co Congress
within a year.

Following are more detailed comments on my two
recommendations:

Ho ;ing Block Grant (HBG) Program

There are many ways to structure an HBG and I will
discuss several alternatives below. However, the major
point of my recommendation is that it is time to end a 20+
year effort to design Federal housing programs providing
subsidies to private developers at the national level and
then implement them through HUD's regional and area office
structure. None of the "core" Federal subsidy initiatives
of this period- including the Section 223D(3), Section 236,
and Section 8 New Construction and Substantial
Rehabilitation Programs- reached their tenth anniversaries
before major flaws became apparent and they were replaced
with a new program. For example, many Section 236 projects
went into default in the carly seventies because the program
was too rigid to handle unanticipated increases in operating
costs.

The successor Section 8 development programs solved
the operating cost problems, but became so expensive that
they were under strong attack during the last years of the
Carter Administration. When the Reagan Administration set
out to kill these programs after 1981, there was little
effective opposition.

All of the Federal housing development subsidy
programs were designed at the national level and then
implemented through the HUD structure. It is significant to
note that the Federal housing programs with real longevity,
i.e. public housing and the unsubsidized FHA insurance
programs, were designed nationally but implemented through
networks of local housing authorities and private sector
mortgage brokers and lenders. Of course, these efforts are
now more than 50 years old.

The history of the Community Development Block Grant
Program (CDBG) contrasts markedly with the "revolving door"
of the national housing subsidy programs. The CDBG, which

1 Pa
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has never made an attempt to dictate detailed program design
standards, is now in its 14th year of operation. Although
there have been numerous legislative changes regarding
program eligibility, funding formulas, and low income
benefit, the basic structure has remained intact since its
initial enactment. I am convinced that the CDBG has
outlived all of the housing development subsid!, efforts
primarily because it has never had rigid national program
guidelines or been directly administered by HUD. I believe
this country is too large and diverse to fit one program
design and a Federal agency , no matter how well staffed,
cannot effectly administer hundreds of local programs or
development efforts.

The effort to implement nationally designed subsidy
programs has also resulted in initiatives which have have
been enormously complex and expensive. HUD always
recognised the difficulty of having a Federal agency ensure
that subsidy funds are properly used. Agency officials
usually had limited direct involvement in the markets in
which development was to take place. Furthermore, control
of impact and expenditures was particularly difficult in
programs whose income occupancy and rent rules had little
relationship with the dynamics of the private market.

The housing subsidy programs were probably inherently
uncontrollable by a Federal agency, but HUD certainly tried
to do its job. Each of the initiatives have been heavily
laden with massive paperwork requ:Irements, building
stan..ards which are invariably higner than local rules, and
income occupancy and rent limitations which require frequent
oversight. Not surprisincly, these controls resulted in
lengthy processing delays and resultant cost increases.
Developers "charged" HUD heavily for the hassles they were
put through. I will always remember a visit I made to two
residential rehabilitation projects in Stamford, Connecticut
about 4 years ago. One building, financed with CDBG or
Section 312 loan funds administered by the City, had rents
of $335/month. The other property, located two blocks away
and with similar sized apartments, was rehabilitated through
the Section 8 Program administered by HUD. It had rents of
about $850 /month!

State housing finance agencies have a long history of
effectively designing and implementing housing development
programs. Local government involvement is more recent, but
recent experience shows that localities are ready to play a
central role in delivering housing services. Over the past
three years more than 80,000 housing units have been
rehabilitated, primarily under local government direction,
using funds from the Rental Rehabilitation Program (RRP).
The RRP is limited to moderate rehabilitation and has a
number of national rules. However, since it permits a great

1 I 04
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deal of local design flexibility and gives HUD no role in
approving individual projects, it represents a significant
step towards the HBG I am proposing.

I recognize that many housing professionals remain
opposed to the idea of a block grant. For example, numerous
liberals in Congress and elsewhere still believe that
complete national rule making is necessary to ensure that
Federal funds will have adequate low income benefit. Their
mistrust of state and local. governments is not justified.
The state financing agencies have a proud tradition of
developing low income housing. Localities administering the
Rental Rehabilitation Program have chosen projects with
nearly 90% low income occupancy.

I suspect that the most serious opposition to a HBG
would come from the development community. There is now a
relatively large group of developer/builders skilled in
dealing with HUD and using the Federal subsidy programs.
These entrepreneurs are understandably reluctant to have to
do business with a variety of local and state governments,
particularly on projects which will still require HUD
approval for FHA insurance. However, I think it is time for
the HUD "specialists" to rejoin the general development
community and work on projects on an individual local market
basis. In a period of severe budgetary constraints, I
believe that we can no longer afford the major design and
cost inefficiences of nationally designed and HUD
administered housing subsidy programs.

The first issue to be resolved in the design of a HBG
would be the scope of the new program. I see three major
options:

- Consolidation of all current HUD housing programs
except for unsubsidized FHA insurance. Under this option,
state and local governments would be responsible for all
aspects of public housing, including both new construction
and modernization, and design their own re"tal assistance
programs.

- HUD maintains separate funding for public housing,
with all other programs consolidated into the HBG.

- HUD continues to operate public housing and the
Section 8 certificate/voucher rental assistance program.
Programs to be incorporated into the HBG would include
Rental Rehabilitation, the Housing Development Grant (HODAG)
Program, and the Section 202 Program for senior citizen
housing.

In order to implement the first two options, state and
local governments would have to be provided with annual

Pi 0
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grants of multi-year funding. It is impossible to operate
either a public housing construction or rental assistance
program without the ability to make advance commitments of
funds to be available in subsequent years. The multi-year
feature would also be useful for the third option. I

recommend that HBG budget authority be limited to a period
of 10-20 years, depending on which programs are consolidated
into the program. It is important to note that evtn if
longer-term budget authority is provided, I expect that most
local/state grantees would utilize significant portions of
their funding for one-time up front subsidy grants. Capital
grants are easy to administer and cost efficient- they
utilize available funds before their impact has been reduced
by inflation- but they have never been a feature of the HUD
subsidy p_ograms.

I believe that the initial HBG should not include
public housing, but should have sufficient budget authority
to allow grantees to operate rental assistance programs.
Although the Section 8 rental assistance certificate/voucher
program continues to operate with reasonable success, there
are numerous problems due to its national design. Several
states already are operating effective rental assistance
efforts. It might be a good idea to phase in this aspect of
the HBG, initially dividing funds available for rental
assistance between a continuing HUD Section 8 program and the
new block grant.

Several years ago I participated in an unofficial
effort at HUD to draft legislation for a HBG. I have
updated the materiol we developed at that time and have
included it as part of these recommendations. Note that the
proposed limits on outlays are designed to ensure that some
of the HBG funds will be utilized for rental assistance,
rather than to be used entirely for up front capital grants.

Coordinatlen of HUD -HSS Programs

This recommendation requires only limited comment. I
am sure your Subcommittee is aware that HSS now spends
almost as much on low income housing as HUD. Unfortcnately,
the 4SS programs are not well targeted to stimulate imdrovtA
housing for welfare recipients. Furthermore, there has
ne'rer Leer, a comprehensive effort to coordinate the impact
of the HUD and HSS programa on low income housing. Several
years ago Congrf-: approed 4 demonstration program designee
to stimulate better coordination of HUD-HSS programs ut the
local levul, but it was never funded. Approximately
ter years :go then HEW Secretary Califane proposed that HUD's
rental assistance 2rograms be integrated into the welfare
system. Y.wever, the Secretary's initiative got caught in a
turf battle between HUD and HEW and was soon dropped.
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My recommendations are that the previously approved
demonstration program be re-enacted and funded as soon as
possible and that Congress establish its mandate for the
proposed joint HUD-HSS review in a manner which does not
permit this effort to disintegrate into new turf battles. If
the two agencies cannot work together, it may be necessary
to establish an outside commissior to undertake the review.

Once again, I appreciate the opportunity to address
these remarks to you. I would be happy to testify on these
issues as well as work with your staff on further
development of the ideas in this paper.

Sincerely,

yoAckoz. 777, ett,...--,
Michael M. Ehrmann
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Housing Block Grant

Section 118(a)(1). In order to promote the development of viable

urban communities and,specifically, to provide improved housing

resources and housing assistance to citizens in designated localities,

of the total amount of authority approved in appropriation acts

under section 103(c), the Secretary shall make housing block grants

to units of local government participating
in the community development

program authorized by this title and to state governments.

(a) Grants made under this section may be used for all activities

eligible under Title II, Assisted Housing, of the Housing and

Community Development Act of 1974 and other housing related activities

approved by the Secretary, subject to conditions incorporated

in subsequent paragraphs.

(b) Total funds available for the housing block grant program shall

be divided among designated juristictions
on a fair share basis. Block

grants shall be provided in an annual grant which shall remain available

for the grant year and fourteen subsequent
Fiscal Years, with the

following limits on annual outlays:

(1) Jurisdictions may not expend cumulatively more than the

following amounts of an annual block grant by the end of the grant year

and each succeeding year:

first year of the grant - fifty (50) percent

second year - sixty (60) percent

third year - seventy (70) percent

IInS
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(f) In order to minimize displacement and ease relocation

ourdens, the Secretary shall by regulation establish appropriate

rules governing relocation resulting directly frcm local housing

block grant activities.

Localities and states eligible for funding under this section

shall submit applications including the following elements:

(1) identification and primary descriptions and costs of

proposed activities and, if applicable, program area(s),

including certification that the program will meet the

requirements of subsections d-h above;

(2) an administrative plan, including staffing, funding

and responsibilities, for management of the housing

block grant program; and

(3) description of an ongoing citizen participation process

which is consistent with the provisions of subsection (g)

below.

(g) prior to submitting annual applications for housing block

grant funds, each participating jurisdiction shall provide

interested individuals an opportunity to comment on the proposed

effort.

(h) At lease on an annual basis, the Secretary shall make

reviews and audits of recipients of funding pursuant to

this section as neccessary to determine the progress made in
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fourth year - seventy-five (75) percent

fifth year - eighty (80) percent

sixth year - eighty-five (85) percent

seventh year - ninety (90) percent

eighth year - one hundred (100) percent

(c) Funding provided under this section shall not result in

modifications in the public housing development and operating

subsidy funds to be assigned to the jurisdiction for the Fiscal

Years and shall not affect the amount of federal single and

multifamily insurance authority available during the same period

and shall not affect the resourcesto be made available by the

Secretary within the jurisdiction to aid projects previously

assisted by the Secretary.

(d) At least 85 percent of all units rehabilitated or

constructed with assistance of housing block grant funds shall,

upon completion of construction or rehabilitation, be available

and affordable to low and moderate income persons receiving

rental or homeownership assistance under the program. Rental

assistance payments supported through housing block grants shall

only to provided to low and moderate income individuals and

families as defined by the participating locality.

(e) Localities' use of housing block grant funds shall be

consistent with community development programs and housing

assistance plans required by this title.
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carrying out activities substantially in accordance in program

regulations, local objectives, and sound and efficient management

practices. The Secretary shall adjust, reduce, or witndraw current

or future housing funds, or take other action as appropriate

in accordance ,iith the findings of such review and aud;ts, except

that funds already expended on eligible activities under this title

shall not be recaptured or deducted from future allocations to the

recipient. Funds withdrawn from participating localities for poor

performance may be added to the grants of localities determined to

have better performance with such waivers or modification of the

outlay restrictions of (c) above with respect to the use of such

additional grants as the Secretary deems appropriate.

(1) Of the funds available for carrying out the housing block

grants authorized by this section, the secretary may, through grants,

contracts, and other financial arrangements, in an amount not to exceed

five percent of the funds appropriated, prov_de technical assistance

to local governments and others as appropriate to the

achievement of the objectives of this section. Funds for tecnWcal

assistance shall be deducted from the total appropriation beZore

allocations to individual localities and states are computed.
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